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CHAPTER I 
IRTROBVUET ION 


The insecurity of the worker under our modern 
economic organization is, in my opinion, the greatest prob- 
lem of the world today. Old age, sickness, industrial acei- 
dents, and unemployment all contribute to make the lot of 
the great majority of people one of extreme hazard and inse- 
curity. Of these threats to security, unemployment is the 
biggest problem of all. Its effects are far-reaching. The 
unemployed individual suffers physical hardship, loss of 
courage, and loss of self-respect; in time he is likely to 
become completely demoralized in spirit and to become one of 
the unemployables rather than the unemployed. Not only does 
the individual suffer dire consequences from unemployment; 
society as a whole reaps the toll in ruined and unhappy 
lives, in weakened future generations, in large groups of 
unemployables, in increased crime and lawlessness, and in 
dissatisfaction with present social and economic organiza- 
tion. Unemployment, with its effects on society as a whole, 
can no longer be looked upon as a problem to be met solely 
by the individual. The individual has little control over 
the hazard of loss of employment today. 

William S. Knudsen, president of General Motors 


Corporation, announced a lay-off of 30,000 workers as of 


Digitized by the Internet Archive ~ 
In 2016 with funding from 
Boston Library Consortium Member Libraries 


https ://archive.org/details/comparisonofunem00sond 
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January 1, 1938, as a result of the business recession. It 
is evident from the fact that 30,000 workers can be laid off 
at one time in one corporation that loss of employment is 
not a problem which can be met by the individual. 

No longer can unemployment be considered a tempo- 
rary problem in any country. The experience of Greet Brit- 
ain and Germany since the World War, and of the United 
States since the depression beginning in 1929, has indicated 
thet under our modern economic system there will always be a 
large number of unemployed people. Here in the United 
States, in the recent census of the unemployed, 7,822,912 
people were registered as totally unemployed as of November 
1, 1937. The test census, taken by means of a house to 
house canvass covering more than 1 1/2 per cent of the popu- 
lation to appraise the correctness of the census, indicated 
that the figure should be nearer 11,000,000 able-bodied per- 
sons unemployed end desiring work.” 

Meany methods of solving the problem of unemploy- 
ment have been suggested. Among these are plans for pre- 
venting unemployment end for curing its causes by the stabi- 
lization of individual businesses, by the stabilization of 
business as a whole, by planning production, by shortening 
working hours, and by embarking upon public works projects. 
Every means possible for preventing and reducing unemploy- 


ment and for stabilizing employment should be used. It is 


*Boston Globe, December 28, 1937, p. 4. 
®Boston Herald, January 2, 1938, p. l. 


>, * 
(a 


1d ert ie ie 


BY ones emo a i 
- Ga ue 
jom ad nea dotdw 


- sognet & Be¥eblenoo od stnenges qmorue 20 sea 


_ bevsolinil ead ,CSeL ant Renney eee of or 

—: ; 7 lg ri 
ue s ed eyewfe Ofiw oped meteqe olmoncos srtehom, haeshind 
‘ee hearin’ eit af steH © .slqoeq beyolqmony 10 - reds 


ae 


' Sf ice. T ,bevolfomeqny ete tc eupenss a: ‘906% ent 


air, * iced a a tae Saou S 3 
[ I mand stom Sel teves —_e 


Bou ; : "o egaemtoetico ett eat tanags-od, 


Y < 
. 4 
sd-efds 000,000,If seisen s¢ Sivore nanan Es 
: . niees hes be : ’ 


er ta yD ° 

‘ . a > _ 
: ine +tnaxy 

ip See Ji Co 


ols owbord tarsig yd ,efodW 2 ae se 


t ‘ ol fam uv anbitedaie vd Ons bi ei 


> .8 eo Pe = 3 rocmsoe “i 
Avenel SECEL So SES 2 


‘ae ae 
» 


unlikely, however, that any method or combination of methods 
will ever succeed in wiping out unemployment entirely. Au- 
thorities agree that unemployment is inherent in our modern 
competitive industrial system. The problem of unemployment, 
therefore, is one which cannot be solved by preventive meth- 
ods alone. The principal approach to the problem, as long 

as unemployment cannot be eradicated, must be along the lines 
of providing some form of security to the worker during peri- 
ods of unemployment as a right, not as cherity. Social in- 
surance is one means of providing such security for periods 
of unemployment. I have chosen unemployment insurance as 

the subject matter of this study in the belief that it can 

be and should be one of the major methods of attacking the 
problem of unemployment here in the United States. 

The purpose of this study is to determine whether 
unemployment insurance has been successful in helping to 
meet the unemployment problem in Great Britain and Germany, 
and to analyze recent unemployment insurence legislation in 
the United Stetes in the light of British and German Experi- 
ence. 

The United States has been slow in adopting legis- 
lation to meet the problem of unemployment. With the pas- | 
sage of the Social Security Act in 1935, a step toward pro- 
viding security to workers against loss of employment has 


been taken. This act does not provide a national 
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unemployment insurance system. The purpose of certain sec- 
tions of the act is to encourage the individual states to 
pass unemployment insurance compensation laws. This the 
states have done. In this study, it is proposed to compare 
the unemployment insurance legislation of Great Britain, 
Germany, and the United States, in order to determine wheth- 
er our state legislation is headed in the right direction 
and along what lines we may expect development in unemploy- 


ment insurance in this country in the future. 
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CHAPTER II 


UHERMPLOYMENT INSBURAN GE 
DR €@BRE AT. Bl tf £1 -N 


The Act of 1911 

Although Germany was the pioneer in many branches 
of social legislation, it was Great Britain that took the 
first step in the field of national compulsory insurance leg- 
islation, a step which has influenced greatly the develop- 
ment of unemployment insurance legislation in other countries. 
Great Britain’s first compulsory unemployment insurance leg- 
islation was enacted in 1911 as Part II of the National In- 
surance Act. Not until 1927, with the passage of the Employ- 
ment Exchanges and Unemployment Insurance Law, did Germany 
follow in Great Britain’s footsteps, and not until 1935 when 
the Social Security Act was passed, did the United States 
fall; insline. 

Prior to the passage of the Act of 1911, the able- 
bodied unemployed in Great Britain were provided for through 
local relief, granted under the Poor Laws, through trade 
union unemployment benefits, and by private charitable organ- 
izations. These methods of providing for the unemployed poor 
were unsatisfactory. Poor relief often failed to distinguish 
between the unemployed and the unemployable and was marked 


by periods of laxity and periods of repression in its 
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enforcement. It made paupers of recipients, disenfranchised 
them, and tended to demoralize the eble-bodied poor. Trade 
union benefits were also inadequate for coping with the prob- 
lem of the unemployed because trade union membership included 
such a small part of the working population, and union funds 
were extremely limited. The activities of the trade unions 
in this field were successful within their limited scope, 
however, and helped to lay a foundation for a national unen- 
ployment insurance system even though the unions were gener- 
ally opposed to a state system. Private cherity, no matter 
how carefully organized and administered, was and always 

must be, the last resort of self-respecting workers, and can 
never be classed as a desirable means of combatting destitu- 
tion caused by unemployment. 

The realization that the Poor Laws, the trade un- 
ion benefits, and private charity were not satisfactory means 
of attacking the problem of the unemployed brought about 
Great Britain’s great experiment in national compulsory unem- 
ployment insurance. Mary Barnet Gilson, in her book, "Unem- 
ployment Insurance in Great Britain,” states that the imme- 
diate origin of Great Britain’s system came in 1908 when 
Winston Churchill, president of the Board of Trade, asked 
Hubert Llewellyn Smith, Permanent Secretary of the Board of 
Trade, and William Beveridge, a member of the Central Unem- 


ployed Body for London, to devise a system of caring for the 
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unemployed "without the taint of charity." 
ognition of the fact that the worker should not be forced to 
depend on cherity because of employment conditions over which 
he has very little control. An unemployment insurance system 
was therefore worked out by Smith and Beveridge in 1908-09. 
Legislation to put the plen into effect was not introduced in 
Parliament until 1911, however, beceuse it was felt that the 
labor exchenges which were organized under the Labor Ex- 
changes Act of 1909, should be feirly well established before 
unemployment insurence was introduced. 
The labor exchanges are an integral part of the 
British unemployment insurance system, and thus it may be 
well to consider them at this point. The Labor Exchanges Act 
of 1909 provided for the orgenization of a network of labor 
exchanges throughout the country, under the control of the 
Board of Trade. In 1917, administration of the exchanges was 
transferred to the Ministry of Labor. The objectives” of the 
act were: 
1. To orovide an efficient placement service 
in order to decrease the waiting period 
between jobs. 
2. To give to the unorganized classes of 
labor the type of placement assistance 


given to their members by the highly 
organized trade unions. 


*Gilson, Mary B., Unemployment Insurance in Greet Britain, 
1931, p. 41. : 
®Hil1l, A. C. C., Jr., and Lubin, Isador, The British Attack 


on Unemployment, 1934, p. 31. 
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3. To provide the government with statis- 
tical information in order thet the 
extent of unemployment might be meas- 
ured. 


4. To provide a means of operating a com- 
pulsory unemployment insurance system. 


5. To make provisions for dealing with 
casual labor. 


From the foregoing objectives, it may be seen 
that the labor exchanges were originally designed for two 
main purposes--placement and unemployment insurance adminis- 
tration. Throughout Great Britain’s series of unemployment 
insurance measures, the labor exchanges have remained as 
the agency through which benefits have been paid and rights 
to benefits ascertained. Thus it was necessary that the 
exchanges should have begun functioning before the unemploy- 
ment insurance measure was introduced in Parliament. 

The National Insurance Act was therefore passed 
in 1911, to become effective in July, 1912, over two years 
after the exchanges were organized. Part I of this act cov- 
ered health insurance. Part II provided for national com- 
pulsory unemployment insurance and also for the subsidizing 
of voluntary unemployment insurance systems of trade unions 
and other associations of workers which paid unemployment 
benefits to members. 

This first national compulsory unemployment insur- 
anee system was compulsory for workers over sixteen years 


of age in a limited number of trades. The trades included 
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were principally those in which the unemployment risk was 
high and covered building, shipbuilding, iron-founding, me- 
chanical engineering, sawmilling, machine woodworking, and 
construction of railroads, docks, harbors, etc. The act 
covered approximately 2,500,000 workers.* 

The system provided a benefit of 7s. a week for 
unemployed men and women after a waiting period of one week. 
The benefit was payable for not more than fifteen weeks in 
any twelve-month period. Moreover, the benefit was not to 
exceed one week’s benefit to each five contributions. 

In order to qualify for benefits, the insured 
worker had to prove that he had been employed in an insured 
trade not less than twenty-six weeks in each of the pre- 
ceding five years, that he was able to work but unable to 
find suitable employment, thet he had not exhausted his right 
to benefit, and that he had made his application for bene- 
fit in the prescribed form. 

A worker was not required to accept a job which 
was vacant as a result of a trade dispute nor one in his dis- 
trict in which the wages or conditions of work were less 
favorable than he habitually obtained there, nor work in any 
other district which offered less favoreble wages or condi- 
tions than those prevailing in that district. A worker who 
voluntarily left his employment without "just cause,” or was 


discharged for misconduct was disqualified from benefit for 


*Gilson, Mary B., Unemployment Insurance in Great Britain, 
1931, p. 42. AE as a a a, =) 
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six weeks from date of leaving. A worker unemployed be- 
cause of a trade dispute in his place of employment was dis- 
qualified for the duration of the dispute. 

The act provided for the appointment of insurance 
officers, located at the labor exchanges, to determine in 
each case whether the qualifications for benefit had been 
met. Appeal from the decision of the insurance officer 
might be made to the local courts of referees. The local 
court of referees rendered its decision to the chief insur- 
ance officer, and if the chief insurance officer disagreed 
with the decision, the court of referees might request a 
final decision from the Umpire. The Umpire was a central 
authority appointed by the Crown and his decision was final. 

Contributions to the unemployment insurance fund 
eame from employers, employees, and the government. This 
tripartite contributory form of insurance has been retained 
throughout Great Britain’s successive insurance measures. 
Under the Act of 1911, the weekly contributions were: em- 
ployers, 2 1/2d., employees, 2 1/2d., and the state, 
ia /3e.* 

The act also provided a refund to the insured 
worker at the age of sixty of the amount of his contribution 
less the benefits received, with compound interest at 2 1/2 
per cent, provided that contributions had been paid for at 


least five hundred weeks. An employer was also allowed a 
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refund of one-third of his contributions for each workman 
he had employed steadily throughout the year. 

The Act of 1911 provided also for the subsidizing 
of voluntary insurance schemes of trade unions and other 
workers’ associations. These associations, provided they 
met certain requirements, could pay benefits to members in- 
sured under the state system and be reimbursed by the state 
for the amounts that would be paid under the state scheme. 
The state also reimbursed such associations one-sixth of any 
unemployment benefits paid out, whether to insured or non- 


insured workers. 


The Act of 1916 
The Act of 1916 was passed in order to make pro- 
vision for the many workers in the munitions trade who 
would become unemployed with the ending of the war. This 
act extended the coverage of unemployment insurance to all 
munitions workers and to the metals, chemicals, leather, 
and rubber industries, raising the total number of insured 


in 1916 to about 4,000,000.” 


Operation up to 1920; the "dole." 
Unemployment insurance met little difficulty in 
the period from 1911 to 1920. During the war there was very 
little unemployment and claims on the unemployment fund were 


small. When the Act of 1920 was passed, a fund of 


ae 


‘Ibid, pi 43. 
2Ibid., p. 44. 
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222,000,000 had been accumulated. The accumulation of this 
fund by 1920 was in part made possible because the emergency 
conditions following the signing of the armistice were not 
permitted to undermine the fund, but were taken care of 
through the “out-of-work donation." With the demobilization 
of soldiers and the releasing of thousands of workers due to 
the change from war to veace production, Great Britein was 
faced with the problem of caring for these soldiers and ci- 
vilians until such time as they could find work. The prob- 
lem was met by the emergency out-of-work donation scheme. 
Ex-service men and civilians unable to find work were al- 
lowed out-of-work benefits. The benefits for men were 29s. 
a week and for women 25s. An allowance of Ss. for the first 
child and 3s. for each additional child was also made.~ The 
out-of-work donation was paid from the Exchequer, and was 
not a part of the unemployment insurance system. The out- 


' a term 


of-work donation came to be mown as the "dole,' 
which has sometimes been incorrectly applied to unemployment 
insurance benefits. Unemployment insurance benefits are 
based on contributions--the "dole" was an outright donation 
by the state to meet emergency conditions. The out-of-work 
donations were put into effect on November 25, 1918, and 


were discontinued in November, 1919, for civilians, and in 


March, 1921, for ex-service men. During the period when 


4Hill, A. C. C., Jr., and Lubin, Isador, The British Attack 


on Unemployment, 1934, p. 214. 
8Gilson, Mary B., Unemployment Insurance in Great Britain, 
1931, p. 45. 
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the out-of-work donation or "dole" was in operation few 
claims were made on the unemployment insurance fund and thus 
it was possible for the fund to have accumulated a surplus 


of 422,000,000 by 1920. 


Act of 1920 

The National Industrial Conference held in the 
year 1919 recommended that the compulsory unemployment insur- 
ance system be extended to cover practically all workers six- 
teen years end over. The Act of 1920 was therefore passed 
and provided for the extension of the system to cover all 
workers over sixteen years of age with the exception of those 
employed in agriculture, private domestic service, in non- 
manual labor paying a remuneration of more than £250 a year, 
and employment as a teacher under certain conditions. The 
act also excepted employment by a public authority, a public 
utility, a railroad, and any employment coming under a super- 
annuation fund established by act of Perliament. The system 
in 1920 was thus extended to cover about 11,000,000 workers. 
Benefits under the Act of 1911 were 7s. The Act of 1920 
raised the benefits to 15s. for men, 12s. for women, end 
half of these benefits for insured workers under eighteen 
years of age. The waiting period was reduced to three days. 
Benefits were payable for fifteen weeks in @ year as under 
the Act of 1911, but the ratio of benefits to contributions 


was raised to one week for each six contributions, instead 


*Teia., p. 46. 
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of one to five. The statutory conditions governing quali- 
fications for benefit remained the same, and the provision 
for a refund at the age of sixty was retained. 

The Aet of 1920 permitted an industry to contract 
out of the state system provided that the benefits were at 
least as much as the state system. The state made no con- 
tribution to such private systems, and only two industries, 
commercial insurance and banking, took advantage of the 


provision. 


Acts of 1921, 1924, 1927 


Shortly after the passage of the Act of 1920, 
Great Britain was faced with a depression which threw out 
of work thousands who had only recently been brought under 
the unemployment insurance system end consequently had not 
been able to make the contributions required for eligibility 
to benefits. The workers covered by the Act of 1911 had 
built up sufficient contributions to see them through long 
periods of unemployment but these workers constituted less 
than one-third of the insured. The government was faced 
with the problem of turning over to poor relief those work- 
ers who could not meet the requirements with respect to con- 
tributions or of extending benefits without strict adherence 
to the eligibility provisions. Great Britain chose to stand 
by the principle that the unemployed able-bodied should not 


be forced to turn to charity. The government, in March, 1921, 
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therefore, passed an act extending sixteen additional weeks 
of benefit in the period March 3 to November 2, 1921, and 
sixteen additional weeks in the period November 3, 1921, to 
July 2, 1922. These additional benefits were granted with- 
out regard to the number of contributions made and the rule 
limiting the number of weeks of benefit to one week for each 
six contributions. In order to obtain this extended benefit, 
the insured worker had to prove that he was normally employed 
in an insured occupation, that he was "genuinely seeking 
whole-time employment, but unable to obtain such employment," 
and that he had been employed in an insured occupation for 
twenty weeks since December 1, 1919.7 

The statutory benefits (those benefits payable in 
accordance with number of contributions) were at this time 
raised from fifteen weeks to twenty-six weeks and benefit 
rates were increased from 15s. to 20s. for men and from 12s. 
to 16s. for women. 

The unemployment situation was so acute in 1921 
that two further amending acts were passed. Six weeks more 
of extended benefit within each of the two special periods 
were permitted at the discretion of the Minister of Labor. 
Weekly rates of benefit were reduced end rates of contribu- 
tion increased. Benefits for dependents were introduced 
for the first time in the third amending act, thus bringing 
into the system the principle of need. The acts of 1921 
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also permitted the Treasury to make loans to the unemploy- 
ment fund, and the amount to be so loaned has been increased 
steadily. Additional amendments prior to 1924 established 
additional special periods and provided additional benefits 
until a maximum of forty-four weeks of benefit ina fifty 
week period was allowed. 

The Act of 1924 established thirty contributions 
in the two years vreceding the benefit year as a condition 
for benefit, but this was not put into effect because it 
would heve caused hardship to those who could not meet the 
requirement. Transitional periods were set again and again 
postponing the effect of the thirty contributions rule. 

The Act of 1924 also required for the first time that recip- 
jents of standard benefits (benefits based on contributions) 
should prove that they were "genuinely seeking work but un- 

able to obtain suitable employment." This "genuinely seek- 

ing work" clause had first been applied in 1921 as a condi- 

tion for receiving extended benefits (benefits not based on 

contributions). 

The right of industries to contract out of the 
state system was suspended by the Act of 1924. 

| Throughout the period 1920-1927 most of the claims 
on the unemployment fund came from extended, rather than 
standard benefits, as most of the unemployed had never aceu- 
mulated the required number of contributions or had exhausted 


their rights to standard benefits through long periods of 
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unemployment. Extended benefit was granted under the dis- 
cretionary power of the Minister of Labor, but it came to be 
considered a right, just as standard benefit was a statutory 
right. Thus during the period 1920-1927, abnormal condi- 
tions existed, again and again amendments providing extended 
benefits were passed, and the Act of 1920 which provided for 
a definite relationship between contributions and benefits 


was never actually tried out. 


The Act of 1927 

The question of extended benefits had been the 
most pressing problem during the period 1920-1927, as evi- 
denced by the series of amendments passed during that period 
having to do with the extension of benefits beyond those al- 
lowed under the Act of 1920. All through these years Great 
Britain had been faced actually with the problem of whether 
to pay relief out in the form of extended benefits or turn 
over the great mass of the unemployed to poor relief. The 
Trades Union Congress felt that benefits should be paid the 
worker throughout his period of unemployment without any 
relation to his contributions. The Confederation of Employ- 
ers’ Organizations, however, felt that unemployment insur- 
ance should be on a limited liability basis with benefits 
in a direct relationship to contributions. The Blanesburgh 
Committee, composed of representatives of all groups, was 


therefore appointed by the Minister of Labor in November, 
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1925, to consider what changes should be made in the law in 
the light of the experience of the unemployment insurance 
system up to date. The recommendations ofthis committee 
were in the main embodied in the Act of 1927, which went 
into effect in April, 1928. 

The Act of 1927 covered all the workers included 
under the preceding acts, with the exception of workers 
sixty-five years of age and over. This group was removed 
from the unemployment insurance system because the contribu- 
tory Pensions Act of 1925 covered this group and came into 
effect in January, 1928. 

The main feature of the Act of 1927 was the abolish- 
ment of extended benefits. All benefits were standard and 
payable as a right, the Minister of Labor having no discre- 
tionary power over their payment. The benefits were payable 
practically without limit of time, as the one-in-six rule 
setting the relation between benefits and contributions, was 
abolished. As a matter of fact, it had already ceased to 
function under the extended benefits system. Eligibility 
for benefits under this act was dependent upon the payment 
of at least thirty contributions during the two years pre- 
ceeding the claim for benefits. Here again the law had to 
make allowanee for the large numbers who would be excluded 
from benefit by this provision through having had a long 


Siege of unemployment. A transitional period was thus 
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allowed for this group. This group was allowed during the 
transitional period to substitute for the thirty payments 
within the preceding two years, proof of eight contribu- 
tions in the preceding two years or thirty contributions 
during any period, proof that they normally worked in in- 
sured occupations, and that they had worked in an insurable 
occupation to an extent that was reasonable within the pre- 
ceeding two years. The transitional period during which 
these qualifications for eligibility were to be permitted 
originally ended in April, 1929, but were later extended to 
April, 1930, and again to April, 1931.° 

The "genuinely seeking work" provision was re- 
tained in this legislation, but a change was made with re- 
spect to work in the insured’s regular occupation. The act 
provided that after a reasonable length of time, the insured 
was required to accept work in occupations out of his regular 
line of employment. The right of industries to contract out, 
which had been suspended in 1921, was abolished at this time. 

Another change was made in the matter of the trade 
dispute disqualification. The Act of 1927 provided that 
persons not directly interested in or participating in a 
trade dispute and who did not belong in the class of worker 
directly interested in the dispute should not be disquali- 
fied from benefits because of a trade dispute at his place 


of employment. 


*Thid., p. 53. 
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The Act of 1927 made a slight departure from the 
flat rate idea on which the unemployment insurance up to 
this time had been based. Classes of insured persons were 
created, not on the basis of earnings, but on the basis of 
age groupings, and both benefits and contributions were 
determined by these groupings. These groupings were intro- 
duced partly because of the fear of malingering on the part 
of young people whose benefits had approached their wages 
too closely. 

The weekly rates of benefit established by the Act 


1 
of 1927 were as follows: 


Men, 21 to 65 years 17s. 
Women, 21 to 65 years 15s. 
Young men, 20 yeers 14s. 
Young women, 20 years 12s. 
Young men, 19 years 12s. 
Young women, 19 years 10s. 
Young men, 18 years 10s. 
Young women, 18 years 8s. 
Boys, 16 to 17 years 6s. 
Girls, 16 to 17 years 5s. 


Additional benefits of 7s. for an adult dependent end 2s. 
for each dependent child were payable. 
Rates of contribution according to age groupings 


were established by the act as follows:” 


Employed Persons Employers Employees Exchequer 
Men, 21 to 65 years 8d. T@. 6a. 
Women, 21 to 65 years <a 6d. 4 1/24. 
Young men, 18, 19, 20 Ta. 6d. 5 1/4a. 
Young women, 18, 19, 20 64. 5d. 3 3/4d. 
Boys, 16 and 17 Ad. 3 1/2a. 3a. 
Girls, 16 and 17 3 1/2d. 3d. 2 1/4a. 


Siuid., vd. 55. 
*lpid.s, p. 56. 
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In 1929, the contribution of the Exchequer was 
increased to one-half the combined contribution of employer 


end employee. 


The Act of 1930 

The qualification that the insured worker must 
prove that he was genuinely seeking work and unable to find 
employment was a matter that caused considerable contention, 
particularly on the-part of the workers. What constituted 
proof of genuinely seeking work was a matter which could not 
be very clearly defined. A committee was therefore appointed 
by Margaret Bondfield, Minister of Labor, in 1929 to make a 
study of the procedure and proof that had been required in 
the past. The findings of this committee led to the inclu- 
Sion in the Act of 1930 of a provision transferring the bur- 
den of this clause to the insurance officers. Instead of 
the worker proving he was genuinely seeking work, the act 
placed upon the insurance officers the responsibility for 
proving that the insured was not genuinely seeking work in 
order to disqualify him from benefits. The insurance offi- 
cers had to prove that the claimant had been notified of a 
Suitable vacaney and had refused to take it, or that he had 
not carried out written instructions of insurance officers 
given to help him in his search for employment. The dis- 
qualification for this cause was limited in this act, as 


in former acts, to six weeks. 
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Another change brought about by this act applied 
to insured workers who could not meet the requirement of 
thirty contributions in the preceding two years and ceme 
under the transitional benefits. These workers had been 
required to prove thet they had been in insured employment 
for a reasonable period of time in the preceding two years. 
This clause was abolished, and at the same time the transi- 
tional period for these benefits was extended until April, 
1931. The act, however, provided that the funds to finance 
the extension of these trensitional benefits were to come 
from the Exchequer, not from the unemployment insurance fund. 
It was expected that this would relieve the unemployment 
insurance fund of claims to benefit amounting to about 
210,500,000 for the year. The transferring of the burden 
of the transitional benefits to the Exchequer was a very 
important feature of the Act of 1930 because it was the first 
step toward establishing the unemployment insurance fund on 
an actuarially sound basis, such a basis as was intended 
originally when the first insurance act was passed in 1911. 
Such a system must of necessity provide for a definite ratio 
between contributions and benefits if it is to have a sol- 
vent fund. 

The Act of 1930 also increased rates of benefit 
for young men and women, aged seventeen to nineteen, increased 


the allowance for adult dependents, and included in the 


*Gilson, Mary B., Unemployment Insurance in Great Britain, 
1931, p. 60. 
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unemployment insurance system boys and girls fifteen years 
of age. 

Twice during 1930 the amount that the unemploy- 
ment insurance fund could borrow from the Treasury was in- 
creased, until in late 1930, the amount that could be bor- 
rowed was 370,000,000. 


Unemployment Insurance in 1931 


The world-wide depression continued in 1931 to 
strain the resources of Great Britein’s unemployment insur- 
ence system. By the end of 1931 the unemployment insurance 
fund was in debt to the Treasury %110,000,000, and the 
finances of the British Treasury were in a critical condi- 
tion.* A committee was appointed to study the situation. 

The Royal Commission on Unemployment Insurance was appointed 
in December, 1930, to investigate the working of the unem- 
ployment insurance system with the objectives of placing it 
on a solvent basis and of providing methods of caring outside 
of the system for the unemployed who could not quelify for 
benefits under a self-supporting, actuarially sound system. 

Several acts were passed during 1931 based on 
recommendations contained in the first report of this commis- 
sion. The first act gave the Minister of Labor power to ex- 
clude from benefits classes of persons who were eligible for 


benefit only because of gaps in legislation. Among those 


"ihid., p. 60. 
8Hill, A. C. C., Jr., and Lubin, Isador, The British Attack 


on Unemployment, 1934, p. 188. 
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affected by this act were some part-time workers and women 
who claimed benefits after marriage even though they actu- 
ally did not intend to work after marriage. 

Later, in September, 1931, the Minister of Labor 
was given practically blanket powers to issue orders having 
to do with unemployment insurance and relief. Under these 
powers, the Minister of Labor immediately raised the rates 
of contributions approximately one-third and lowered the 
rates of benefits about 10 per cent. 

Later orders provided that unemployment benefits, 
beginning on November 12, 1931, were to be paid only to those 
who fulfilled the qualification requiring thirty contribu- 
tions within the two years preceding the claim, and limited 
benefits to 156 days in a benefit year. Ten additional con- 
tributions were required after exhaustion of the 156 days of 
benefit before benefit was again payable. 

The orders also provided that further aid, after 
the exhaustion of the above standard benefits, would be given 
only upon certification by the Poor Law authorities that the 
claimant was in need. This was a decidedly new development 
as the "means test” had never been apolied to claimants for 
benefits under the unemployment insurance system previously. 
These payments were called "transitional" payments and were 
paid through the unemployment insurance fund, the fund, how- 


ever, being reimbursed by the Treasury. The benefits 
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eombined the features of poor relief and unemployment insur- 
ance, as the claimant had to prove that he was in need, as 
under poor relief, and at the same time had to meet all the 
requirements for unemployment insurance benefits except the 
one relating to contributions. These transitional benefits 
were not poor relief, though they were very closely related 
to it. The funds for the payments ceme from the Treasury 
though payments were made through the employment exchanges 
in the same manner as standard benefits. 

These new transitional payments played a very 
important part in the program for relief of unemployment. 
Beginning in May, 1933, the transitional benefits paid out 
were greater than the standard benefits paid. During the 
year ending March 31, 1934, transitional payments amounted 
to $52,250,000 while insurance benefits were only 
244,053,000." The introduction of the "needs test" and the 
segregation of these transitional payments from the stand- 
ard insurance benefits was a turning point in the history of 
Great Britain’s unemployment insurance system. Experience 
had shown that the system could not be maintained on a self- 
supporting basis so long as it was burdened with the relief 


of chronic and long-term unemployment. 


The Unemployment Insurance Act of 1934 


An Unemployment Insurance Act was passed by Parlia- 


ment on September 1, 1934. The main purpose of this act was 


+Teid.., p. 206. 
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to consolidate in one act all of the amendments that had 
been made to the original act, and to establish the unem- 
ployment insurance system on a self-supporting basis. The 
act provided for the repeal of the borrowing powers of the 
unemployment insurance fund and for the liquidation of its 
debt at the rate of 25,000,000 a year.” 

The scope and provisions of the Aet of 1934 are 
the same es those of the Act of 1927, as amended by the 
orders of 1931. 

To summarize, therefore, under Great Britain’s 
present unemployment insurance system, by the Act of 1934, 
insured workers are eligible for benefits if thirty weeks of 
contributions have been paid by them in the preceding two 
years, after a waiting period of six days. The six days in 
the waiting period do not have to be consecutive days, nor 
does the worker have a six-day waiting period before each 
claim for benefit. Three days of unemployment within six 
consecutive working days are regarded as three consecutive 
deys of unemployment, even though the worker may have been 
employed every other day, and two of these three-day periods 
within a ten week period constitutes fulfillment of the six- 
day waiting period requirement. 

Voluntary quitting of a job, and loss of employ- 
ment through misconduct increase the waiting period to six 


weeks. Benefits are not paid to workers losing their 
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employment through trade disputes, except in those cases 
where the worker is not directly interested in or assisting 
in financing the dispute, and is not a member of the class 
of employees directly effected by the dispute. 

Benefits under the Act of 1934, as under the orders 
issued in 1931, are limited to 156 deys, or twenty-six weeks. 
A qualification is introduced in this clause in the new act, 
however, which permits more than the twenty-six weeks bene- 
fit in cases where the worker has been insured for at least 
five years. Additional benefit is given under such circum- 
stances in the ratio of three additional days of benefit for 
every five contributions in the past five years, less a 
deduction of one day of benefit for every five days of bene- 
fit received during the period. 

Under the Act of 1934 the employer, the employee, 
and the state each contribute one-third of the total paid 
into the fund. The following table gives the contributions 


under the Act of 1934.7 


Fach Party Total 


Male, age 21 to 64 10.06: 30.0d. 
Male, age 18 to 20 9.Od. 46. Qe. 
Male, age 16 to 17 5.0d. 150d. 
Female, age 21 to 64 9.0d. 27 .Od. 
Female, age 18 to 20 8.0Od. 24.0d. 
Female, age 16 to 17 4.5d. 13.5. 


‘eid. p. 156. 
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The scale of weekly benefits is shown in the fol- 
1 
lowing table: 


Amount-Males Amount -Females 
Age, 21 to 64 17s. 15s. 
Age, 18 to 20 14s. 12s. 
Age, 17 9s. 78. 6d. 
Age, 16 and 17 6s. 5s. 
Allowance for adult dependent 9s. 


Allowance for each dependent child 2s. 


The amount of these benefits in American money in 


1934 is shown in the following table:* 


Men, 21 to 65 $4.42 
Women, 21 to 65 3.90 
Young men, 18 to 21 3.64 
Young women, 18 to 21 bile 
Boys, 17 to 18 2.34 
Girls, 17 to 18 1.94 
Boys, 16 to 17 1.56 
Girls, 16 to 17 1.50 


Allowance for dependent adult Bis 
Allowance for each dependent child 0.52 
Thus, eecording to Robert G. Elbert, a married man 

with two children receives in benefits about $7.80 a week.® 
This does not seem a very large amount to Americans, but the 
cost of living is lower in Grest Britain than it is here. 
Moreover, Great Britain’s unemployment insurance system is 
not predicated upon the principle of maintaining the aecus- 
tomed stendard of living of the worker, but of providing him 
with rates at a subsistence level. This is one of the reasons 
“ibid., p. 170. 


eElbert, Robert G., Unemployment and Relief, 1934, p. 66. 
Sibid., p. 66. 
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why the system is one based on the "flat rate” idea, rather 
than one basing the contributions and benefits on the earn- 
ings of the worker. 

The Act of 1934, in order to secure the maintenence 
of a sound unemployment insurance fund, provided for the 
appointment of an Unemployment Insurance Statutory Committee. 
This committee, appointed by the Minister of Labor, is given 
the responsibility of keeping the fund solvent, reporting on 
its finances at the end of each year, and making recommenda- 
tions respecting it. The committee is to consider the fi- 
nances of the fund, not as they apply to a single year, but 
over a period of yeers, preferably over a trade cycle. The 
committee thus is responsible for determining in edvance the 
amount of unemployment to be expected over a period of years, 
and making recommendations with respect to contributions and 
benefits, so that surpluses may be accumuleted in good years 
to take care of claims against the fund in years of depres- 
sion, and thus maintain a solvent unemployment insurance 
fund. 

Thus, in the legislation of 1934, Great Britain 
placed her unemployment insurance system on a sound basis, 
limiting definitely the liability of the insurance fund to 
the payment of benefits to contributors only. This reestab- 
lished the contributory, limited liability principle on 


which the first insurance act of 1911 was based, end from 
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which Greet Britain wandered far afield in the intervening 
years in her desperate attempt to care for her able-bodied 


unemployed during years of abnormal unemployment. 


Unemployment Assistance, 1934 

As we have seen above, the Unemployment Insurance 
Act of 1934 applies only to those unemployed who can qualify 
for benefits under the contributory plan. A self-supporting 
contributory insurance plan can not teke care of all of the 
unemployed and remain solvent. During the period 1920-1931, 
the state had attempted to take care of all of the unenm- 
ployed through the insurance system by "uncovenanted," 
"extended," and "transitional" benefits for those who could 
not meet the qualifications for standard benefits. Thus 
during this period, the insurance system actually became a 
means of doling out relief payments on a large scale as a 
right. In 1931 through orders issued by the Minister of 
Labor under powers granted by Parliament, these transitional 
benefits were definitely removed from the insurance system. 
By 1934, when the new insurance act was pessed, it was rec- 
ognized that a permanent method of caring for chronic and 
long-term unemployment must be provided in order to prevent 
this burden from falling on the unemployment insurence sys- 
tem in the future. In other words, unemployment insurance 
is not intended to provide for more than short-term unem- 


ployment, and a separate plan is necessary to care for 
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chronic and long-term unemployment. This is particularly 
true because it is today recognized that with changing 
economic conditions there will always be a large number of 
able-bodied unemployed who for one reason or another will 
not be eble to qualify for insurance benefits. 

In 1934, therefore, Great Britain passed an Unem- 
ployment Assistance Act which established a meens of pro- 
viding relief to all able-bodied unemployed. This system is 
entirely separate from the unemployment insurance system. 

It is a non-contributory plan covering all able-bodied unem- 
ployed between the ages of 16 and 65 who cen show that they 
normally have an occupation. "It even includes those who 
‘but for the industrial circumstances of the district’ in 
which they reside ‘might reasonably have been expected to 
have @ normal occupation."? 

Under this plan unemployment allowances are to be 
granted to any worker in need provided that he is registered 
for employment. The determination of need and the adminis- 
tration of the details may be placed in either the officers 
appointed by the central board created under the act, offi- 
cers of the Ministry of Labor, or the local public assist- 
ance authorities. 

The Unemployment Assistance Board, a central 
authority created under the act, is to take over from the 


local relief authorities the administration of all relief 


*Hill, A. C. C., Jr., and Lubin, Isador, The British Attack 
on Unemployment, 1934, p. 208. 
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to able-bodied unemployed persons. The board, in addition 

to issuing allowances to the unemployed, is authorized to 
provide for the rehabilitation of the unemployed so that they 
are fit to return to regular employment. 

With this measure, Great Britain has set up a non- 
‘contributory, national relief organization to care for the 
- unemployed who are not eligible for unemployment insurance 
benefits. It is a public relief system on a large scale, 
supported almost entirely--approximately 95 per cent accord- 
ing to one authority--by the National Treasury. A very 
small part of the cost is borne by the counties and bor- 
oughs. 

The passage of this act should definitely safe- 
guard the solvency of the unemployment insurance fund. It 
is the result of Great Britain's experience with unemploy- 
ment insurance--experience which has shown that insurance 


and relief cannot be mixed. 


Extension of Insurance to Agricultural Labor 
In 1935, Great Britain took another step forward 
in her unemployment insurance system through the passage of 
the Unemployment Insurance Bill extending coverage of insur- 
ance to employees in agriculture, horticulture, and forestry. 
This bill was the outcome of recommendations made by the 
Unemployment Insurance Statutory Committee. Inclusion of 


agricultural workers within the insurance system was felt 
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to be necessary in order to encourage employment in agricul- 
ture. Workers had tended to withdraw from such employment 

in order to obtain the security provided in the insured occu- 
pations. 

In this bill, Great Britain departed somewhat from 
her adherence to the principle of one straight pooled fund. 
Up to this time, no provisions had been incorporated in any 
of the insurance acts segregeting the funds of any one indus - 
try. In the agricultural insurance act, however, provision 
is made for a separate agricultural account in the unemploy- 
ment insurance fund. Contributions of agricultural workers 
are maintained in this separate account, and benefits paid 
to them solely out of this segregated fund. The Unemploy- 
ment Insurance Statutory Committee must make a sevarate 
report on the status of the finances of this fund. 

The agricultural insurance system covers workers 
in agriculture, horticulture, and forestry. It does not, 
however, include within its coverage employment for near 
relatives, nor employment in casual harvesting work when the 
employee is not normally in an insurable employment. The 
act also excludes employment as a private gardener, but this 
occupation was later brought under the provisions of the act 
as of February 1, 1937.* 

Rates of contributions to the agricultural fund 


are lower than rates applying to workers who come under the 


—_— SC rr 


*Ministry of Labor Gazette, November, 1937, p. 434. 
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provisions of the general insurance scheme, the rate of 
contribution for both employee and employer in the case of 
,an adult man is only 4 1/2d., whereas the Act of 1934 estab- 
lished a rate of 10d. for men between the ages of twenty- 
one and sixty-five in the regularly insured occupations. 
Benefits are likewise lower than those payable to workers 

in other occupations. The agricultural worker--adult male-- 
receives benefits of 14s. a week, workers in other age and 
sex clessifications receiving correspondingly lower bene- 
fits. Benefits of 7s. a week for an adult dependent, 3s. a 
week for the first dependent child, and 2s. 6d. for other 
dependent children, are allowed. 

Statutory conditions governing qualification for 
benefit are different from those under the general insur- 
ance system. Payment of twenty contributions within two 
years entitles the agricultural worker to benefits, while 
workers in occupations covered by the general insurance sys- 
tem ere required to show thirty contributions within two 
years. 

A worker insured under the agricultural insurance 
system is entitled to twelve days of benefit for the first 
ten contributions to his credit at the beginning of a bene- 
fit year, and to three further days of benefit for every 
additional contribution, with a maximum of three hundred 


benefit days in a year possible. Contributions against 


1Ministry of Labor Gazette, January, 1936, p. 8. 
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which benefits have been paid under the foregoing benefit 
duration rules may not be used a second time in determining 
benefit duration. 

The bill also introduces an innovation in per- 
mitting a partial refund of contributions of both employer 
and employee in cases of yearly and half-yeerly hirings. In 
effect this amounts to a reduction of rates in cases of a 
guarantee of employment for a certain length of time. The 
refund, 25 per cent in the case of yeerly hiring and 12 1/2 
per cent in the case of half-yearly hiring, is given upon 
expiration of the year or half-year period. 

The agricultural insurance fund has been operating 


successfully since its inception. 


a a a ee 


Unemployment Insurance System 


The history of Great Britain’s unemployment insur- 
ance system has been one of constant chenge and amendment to 
meet the emergency of abnormal employment conditions. The 
original act passed in 1911 was based on the principle of 
providing an actuarially sound insurance system, with bene- 
fits definitely related to contributions and duration of 
benefits limited to a period which would not endanger the 
solvency of the fund. The rates of benefit and contribution 
were calculated on an unemployment rete of 8.6 per cent, and 


the fund was to be self-balancing over the period of a 
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business cycle. Under this act, benefits were limited to 
fifteen weeks in a year and could not exceed one week’s 
benefit to each five contributions. The act definitely pro- 
tected the solvency of the fund through providing these 
strictly limited benefits designed to care for short periods 
of unemployment, and consequently the fund operated success- 
fully up until 1920. The success of the system up to 1920 
was also due to the low rate of unemployment during the war 
and post-war years, and to the payment of the "dole" out of 
the Exchequer to war workers and veterans. The "dole" was 
larger in amount than unemployment insurance benefits and 
relieved the unemployment insurance fund of payment of bene- 
fits to some who might have been eligible for benefits. The 
unemployment insurance fund throughout the period 1911 to 
1920 operated with a surplus, the surplus in November, 1920, 
amounting to nearly £22,000,000. Because of the success of 
the system up to 1920, it was felt that coverage could be 
extended to include most of the workers of Great Britain. 
The Act of 1920 was passed extending the coverage to over 
11,000,000 workers. This included the great majority of 
workers over sixteen years of age with the exception of those 
employed in agriculture, domestic service, and non-manual 
labor at a remuneration of more than £250 a year. Contribu- 
tions were increased under this act, but they were not in- 


creased enough to cover the higher benefits payable under 


*H4i11, A. CG. C., Jr., and Lubin, Isador, The British Attack 
on Unemployment, 1934, p. 210. 
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the act. The waiting period was reduced from six to three 
days. 

The Act of 1920, however, maintained the under- 
lying principles of the Act of 1911 in providing benefits in 
relation to contributions for a limited period of time. It 
was passed, however, at an unfortunate time, for beginning 
in 1921, Great Britain entered upon a period of abnormal 
depression end unemployment. Coverage by the insurance sys- 
tem had been extended to 11,000,000 people, most of whom had 
had no opportunity to build up the necessary contributions 
to be eligible for insurance benefits. In order to take 
care of the many unemployed who could not meet the require- 
ments with respect to contributions, "extended benefits” 
were provided in amending acts in the years 1920 to 1927. 
These "extended benefits" were paid to insured individuals 
who had not been insured long enough to meet the regulations 
with respect to contributions or who had exhausted their 
right to standard benefits. Additional weeks of extended 
benefits were granted all through this period. The unem- 
ployment insurance fund, based on ectuarial principles, was 
not, nor could it be, prepared to meet the drain of paying 
benefits for unlimited periods of time to those who had 
exhausted their right to benefits or who had never fulfilled 
the contribution requirements for eligibility to benefits. 


Great Britain, was, however, faced with emergency conditions, 
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and used the insurance system as a means of meeting the 
emergency. The fund, under these circumstances, could not 
remain solvent, and had to resort to borrowings from the 
Treasury in order to continue paying benefits. The surplus 
of £22,000,000 which the insurance fund had in 1920 was 
exhausted almost immediately and by 1923 the fund had an 
indebtedness of over 315,000,000.” Conditions improved in 
the year ending July, 1924, and the debt was reduced to 
£6 ,680,000.* Benefits for dependents were introduced dur- 
ing this period, bringing into the unemployment insurance 
system the principle of need for the first time. Just as 
the fund was beginning to show signs of being able to meet 
the situation, new amendments were passed in 1924 increasing 
the benefit retes and reducing contributions. The fund was 
forced to borrow in still larger amounts, and in March, 1927, 
the indebtedness of the fund stood at 424,710,000.” 
Throughout the period 1921-1927, the payment of 
extended benefits, combined with increases in benefit rates 
and the introduction of benefits for dependents, made the 
maintenance of a solvent fund impossible. That the fund was 
not able to remain solvent, is, however, no criticism of the 
principle of unemployment insurance, for the fund was not 
intended to care for the unemployed for unlimited periods of 
time. Under the extended benefits, it was possible for an 


individual to receive benefits for as many as forty-four 


SiMAa.;, pe. S15. 
SIbid., p. 215. 
Sibid., p. 215. 
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weeks out of fifty. 

An attempt was made in the Act of 1927 to get back 
to a sound basis for eligibility to benefits. The act abol- 
ished extended benefits and provided that all benefits were 
standard benefits and were payable to those who had paid at 
least thirty contributions within the two preceding years. 
Even in this act, however, extended benefits were actually 
not abolished, but were given the name of "transitional bene- 
fits." It was recognized that the thirty contribution rule 
would work extreme hardship on those who could not meet the 
requirement, and thus "transitional benefits" were granted 
to those who could show eight contributions within the pre- 
ceding two years, or who could show thirty contributions 
within any period. These "transitional benefits” were actu- 
ally simply a continuation of the "extended benefits" under 
a different name. Originally, the "transitional benefits" 
were permitted only until April, 1929, but later they were 
extended until 1931. By the Act of 1927, benefits and con- 
tributions were based on age groupings, a devarture from 
Great Britain's hitherto strictly flat rate principle. 

At the end of March, 1930, the indebtedness of the 
fund had amounted to 238,950,000.* With the depression begin- 
ning in 1930, the strain on the fund continually increased 
and by the end of 1931, the debt to the Treasury was 


%110,000,000, even though in 1930, the payment of transitional 
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benefits was assumed by the Treasury. The assumption of 

the cost of the transitional benefits by the Treasury did not 
enable the fund to meet the depression years of 1930-1931 be- 
cause the number of unemployed was so great and also beceuse 

the fund hed not, during the previous yeers when it had borne 
the full cost of extended benefits, been able to accumulate 

a surplus to care for emergeney conditions. 

At the end of 1931, following a budgetary crisis 
which developed from the drain on the Treasury of contribu- 
tions to the unemployment insurance fund, payments to the 
fund for transitional benefits, and loans to the fund, Great 
Britain again revised the insurance system to meet the situ- 
ation. Benefits were cut down, contributions were raised, 
persons eligible to benefits only through gaps in legisla- 
tion were excluded from benefits. Standard benefits were 
limited to twenty-six weeks in a year, and a "means test” 
was introduced for the receipt of transitional benefits. 

The cost of transitional benefits continued to be borne by 
the Treasury, as in 1930, though they were at all times paid 
through the unemployment insurance system. These provisions 
enabled the unemployment insuranee fund to become currently 
self-balancing, and no further borrowings from the Treasury 
were made. 

The fund was no longer drained by the payment of 


the extended and transitional benefits which head kept it in 


*Ibid., p. 219. 
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a constant state of insolvency since 1920. The assumption 
of the cost of the transitional benefits by the Treasury 
transferred the burden of chronic and long-term unemployment 
to the Treasury. During 1933 and 1934 the transitional bene- 
fits amounted to more than the standard benefits, and the 
improvement in the insurance fund was made possible through 
this recognition that the insurance system could not be ex- 
pected to assume the burden of long-term unemployment. 

The Aet of 1934 consolidated all of the amendments 
to the original act and established the unemployment insur- 
ance system in Great Britain on a solvent and self-supporting 
basis. Benefits are payable to those who have paid contri- 
butions for thirty weeks within the preceding two years. 
Benefits are limited to twenty-six weeks in a year, except 
where a worker has been insured at least five years. The 
act provided for the repayment of the indebtedness to the 
Treasury at the rate of £5,000,000 a year, and repealed the 
borrowing powers of the fund. An Unemployment Insurance 
Statutory Committee is entrusted with the responsibility of 
maintaining the fund in a self-balaneing condition over the 
period of a business cycle. 

Relief of chronic and long-term unemployment has 
been entirely segregated from the insurance system, and has 
been entirely assumed by the National Treasury through the 


passage of the Unemployment Assistance Act of 1934. This 
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act provided for a system of non-contributory unemployment 
allowances payable to all able-bodied unemployed in need who 
are not eligible for unemployment insurance benefits. The 
provision of these unemployment allowances outside of the 
insurance system safeguards the insurance fund from the dan- 
ger of a repetition of the experience of 1920 to 1931. 

With the passage of the Unemployment Insurance and 
the Unemployment Assistance Acts in 1934, Great Britain has 
made permanent provisions for taking care of all of her unem- 
ployed in a systematic and satisfactory manner. The unem- 
ployment system today in Great Britain remains as established 
by the Act of 1934, with a few exceptions. Agricultural 
workers were brought under the unemployment insurance system 
in 1935, with a separate agricultural account in the unem- 
ployment insurance fund. 

In 1937, an amendment was passed increasing the 
days of benefit allowed in excess of twenty-six weeks. Under 
the Act of 1934, workers insured for at least five years were 
given three additional days of benefit for every five contri- 
butions in the past five years, less a deduction of one day 
of benefit for every five days of benefit received. The 1937 
amendment changes the provision "less a deduction of one day 
of benefit for every five days of benefit received" to a de- 
duction of one day for every eight days of benefit received, 


thus increasing the duration of benefits for workers insured 
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five years or more. In addition, the waiting period is 
reduced from six to three days under the 1937 amendment. 
These liberalized provisions were recommended by the Unem- 
ployment Statutory Committee because the fund had accumulated 
a@ surplus of 417,600,000 in excess of the estimated surplus 
expected by the committee.? 

Great Britain’s unemployment insurance system is 
working satisfactorily. The insurance fund was indebted to 
the Treasury %106,000,000 when the Act of 1934 was passed. 
This is being paid off at the rate of 45,000,000 a year. 

By December, 1935, the fund had a reserve of %21,450,000. 
This had increased to 438,977,280 in December, 1936.° It 
is expected that the fund will prove self-balancing over 
the period of an eight-year business cycle, accumulating 
sufficient reserves in good years to care for increased 
claims for benefits in years of severe unemployment. 

Great Britain’s unemployment insurance system has 
been the subject of much criticism. The association of the 
out-of-work donations, popularly termed the "dole," granted 
to war workers and veterans immediately after the war, with 
the unemployment insurance system has been responsible for 
much of this criticism. In addition, the granting of "ex- 
tended" and "transitional" benefits during the years 1920- 
1931 to those who were not eligible for unemployment insur- 


ance benefits, with its disastrous result on the finances 


*Ministry of Labor Gazette, March, 1937, p. 121. 
®vinistry of Labor Gazette, March, 1937, p. 91. 
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of the insurance fund, has led to the belief that Great 
Britain’s system cannot be termed a success. 

The out-of-work donations, though paid through the 
unemployment insurance fund, were a direct grant from the 
Treasury, and were never a part of the unemployment insur- 
ance system. Great Britain chose to make this provision for 
ex-soldiers and war workers in order to meet the emergency 
created by the return of these ex-soldiers to civilian life 
and to care for war workers unemployed because of the return 
to peace-time production. 

The granting of extended benefits in order to meet 
abnormal conditions from 1921-1931 did seriously undermine 
the finances of the insurance fund. It must, however, be 
remembered that the insolvency of the insurance fund through- 
out this period does not prove that unemployment insurance in 
Great Britain has been unsuccessful. The insurance system 
was attempting to meet conditions of abnormal long-term unem- 
ployment for which it was not intended, and later legislation, 
in 1934, recognized that a financially sound system could 
exist only if unemployment relief and unemployment insurance 
were segregated. 

If Great Britain had not chosen to care for the 
unemployed by means of extended benefits in the years 1921- 
1931, she would have been foreed to eare for them through 


poor relief. In spite of the harm done to the insurance 
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prineiple, extended benefits were probably preferable to 
poor relief. Great Britain did take care of her unemployed 
during an unprecedented period of unemployment, and the 
unemployment insurance system was at least in part respon- 


sible for her ability to do so. 
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CHAPTER III 


UH EMPLOYMENT INSURAN CLE 
IN GCGEREMEAWNY 


Background of Germany’s System 


Germany was faced with a problem similar to Great 
Britain’s with the ending of the World War. Demobilized 
soldiers and war workers formed a large group of unemployed 
for whom provision had to be made by the government. The 
Federal Office for Economic Demobilization was created in 
November, 1918, to handle the situation. From the date of 
its organization until the passage of Germany’ s Employment 
Exchanges and Unemployment Insurance Act in 1927, this of- 
fice issued orders and rules governing the payment of unem- 
ployment relief allowances. 

The first orders issued by the Office for Economic 
Demobilization authorized the communes to grant unemployment 
allowances to persons in need who were willing and able to 
work. When possible, work was to be found for applicants. 
The funds for these allowances were provided by the federal 
government, the states, and the munteipaliered. - 

Later, in 1919-1920, with the increase of unemploy- 
ment, provision of work, rather than relief, was stressed. 
Orders were issued to employers restricting the discharge of 


workers, and productive unemployment relief projects were 


*garroll, Mollie Ray, Unemployment Insurance in Germany, 
1930, p. 19. 
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emphasized. Regulations limiting the receipt of relief to 
twenty-six weeks were issued, but in cases of extreme need, 

a further twenty-six weeks’ relief was possible.* The allow- 
ances for relief varied according to the cost of living in 
different localities but in all cases were very small and 
barely sufficient for subsistence. 

In 1923, Germany was confronted with an increase 
in unemployment and with the tremendous inflation of her 
curreney. The budgets of the communes, the states, and the 
federal government were faced with a severe strain and at 
this time (1923) were forced to shift the burden of unemploy- 
ment relief to employers and workers. Orders were therefore 
issued throwing four-fifths of the cost of unemployment re- 
lief and the public employment exchanges onto the employers 
and employees. The communes provided the other one-fifth. 
The states and the federal government were thus relieved of 
this burden except in emergencies. 

In 1924, further orders were issued, the burden of 
supporting the allowances and the employment exchanges re- 
maining on the employers and workers. Contributions of 
workers and employers were equal, the sd tie share not 
exceeding 3 per cent of wages. The states and the federal 
government contributed only when the expenditures for relief 
were not covered by the contributions of the employers, work- 
ers, and communes for more than two weeks. 


*Ipid., p. 22. 
®Ibid., pp. 24-25. 
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Employers and workers objected to contributing to 
the funds for payment of relief because relief was granted 
only to those in need and contributions did not give the 
worker a claim against the fund. Administrative difficulties 
were also encountered because of the overlapping jurisdic- 
tions of the communes, the state, and the federal govern- 
ment. 

Severe unemployment in 1926 caused the extension 
of unemployment allowances beyond the fifty-two weeks previ- 
ously in force, and the cost of these emergency ellowances 
was assumed by the federal government end the communes. ~ 
Experience throughout this period indicated the difficulty 
of handling the unemployment problem on a local, decentral- 
ized basis, and turned attention to the need for a federal 
program for the care of the unemployed. A committee was 
sent to study the unemployment insurance system of Great 
Britain. 

Finally, on July 16, 1927, the Employment Exchanges 
and Unemployment Insurance Act was passed. 

Germany profited by the experience of Great Brit- 
ain in the years 1920-1927 when extended benefits destroyed 
the insurance principles of the original act. Germany’s 
act provided for three types of unemployment relief--unem- 
ployment insurance, extended unemployment benefits, and 


welfare support. The unemployment insurance is a 


—— 


*Tntas, p. 27. 
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contributory system providing benefits as a right to those 


contributors who qualify for benefit, and this is financed 


‘ 
entirely by the contributions of employers and workers. 


of the 
fifths 


Extended unemployment benefits are not paid out 
unemployment insurance funds, but are financed four- 


by the federal government and one-fifth by the com- 


munes. The unemployment insurance funds are thus relieved 
of the burden of chronic and long-term unemployment which 
caused so much difficulty in Great Britain. 

Welfare support is simply poor relief and is sup- 
ported entirely by the communes. 

The Unemployment Exchanges and Unemployment 
Insurance Act of 1927 

Coverage* 


The German unemployment insurance law covers most 


laborers earning less than 6000 marks a year and salaried 


employees earning less than 8000 marks a year. It includes 


almost 


all groups covered under the health insurance plan. 


Among these are: 


Se Mi 


1. Laborers, apprentices, journeymen, 
and domestic avprentices. 


2. Administrative staff of industrial 
and commercial establishments, fore- 
men, and other selaried employees 
of similar position. 


Department of Labor, Bureau of Statistics, Bulletin 


No. 544, Unemployment-Benefit Plans in the United 
States and Unemployment Insurance in Foreign Countries, 
295), Pps 251-252. 

2Carroll, Mollie Ray, Unemployment Insurance in Germany, 
1930, pp. 50-51. 
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3- Clerks in stores, offices, and drug- 
stores. 


4, Actors and musicians. 

5. Teachers and instructors, and versons 
employed in eonnection with educetion, 
instruction, nursing, and welfare 
work. 

6. Domestics. 

7. Crews of German ships. 

Exemption from compulsory insurance is vrovided 
for persons engaged in agriculture, forestry, and fishing, 
whether as owners, or as wage earners under contract for 
more than @ year with six months’ notice required. Although 
apprentices are included, they are included under the limited 
provision that they are subject to unemployment insurance 
only during the six months preceding the termination of the 
apprenticeship. Casual workers and most industrial home 
workers are excluded. A special provision also excludes the 
personnel of establishments that were overating, before the 
passage of the act, an unemployment system with higher bene- 
fits than the state system provides. This provision was 
made esvecially for the Zeiss Optical Works, which hed been 
operating an exceptionally satisfactory system for years. 


About 22,000,000 workers are included within the scope of 


the act. 


Contributions? 


Equal contributions from employers and employees 


1u. S. Department of Labor, Bureau of Statistics, Bulletin 
No. S44, Unemployment-Benefit Plans in the United Stetes 
and Unemployment Insurance in Foreign Countries, 1931, 
p. 253. 
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provide for the maintenance of the unemployment insurance 
system. Contributions in Germany, however, are not based on 
the flat rate plan, as in England, but on @ percentage of 
wages or salaries. Originally the combined contribution of 
employers and workers was set at 3 per cent of wages, but 
this was raised to 3 1/2 per cent, 4 1/2 per cent, and fi- 
nally on October 6, 1930, to 6 1/2 per cent. Contributions 
of both worker and employer to the system are paid by the 
employer through the health insurance system, thus reducing 


the cost of collection. 


Eligibility to Benefits~ 


Benefits are payable to the insured worker who is 
able and willing to work and is involuntarily unemployed, 
provided that he has worked twenty-six weeks within the past 
year in an insured occupation. In order to qualify for bene- 
fits for the first time, the insured must have worked fifty- 
two weeks within the preceding two years, although where 
"unreasonable hardship" would result, this period may be 
extended to three years. Ability to work is defined by the 
law as ability to earn at least one-third of the amount that 
@ person of sound mind and body and similar training can 
earn in a similar occupation. Refusal to accept work, even 
though removed from his own locelity, or leaving work with- 
out justifiable cause, disqualifies the insured from benefit 


for from two to eight weeks. After nine weeks, employment 


*Ibid., pp. 254-255. 
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that is out-of-line with his previous occupation and train- 
ing must be accepted. As in England, unemployment caused 


by labor disputes, is not covered by insurance benefits. 


Waiting Period 


A waiting period of fourteen days is required for 
persons without family members entitled to additional family 
allowances, of seven days for persons having one to three 
dependents, and of three days for those with four or more 
dependents.- A reduction of the waiting period is permitted 
when the claim for benefit follows a period of at least two 


weeks part-time employment. 


Benefits 

Benefits in Germany are based on wage classifica- 
tions, whereas in England we heave seen that the flat rate 
idea is applied with a slight qualification for age group- 
ings. Workers in Germany are divided into eleven wage 
groups, and a standard wage is set for each group. Benefits 
are a certain percentage of the standard wage of the group 


to which the insured belongs. 


Pipig., Pp. 255. 
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The following table shows the weekly standard 


wages:~ 
Class Standard Weekly Wage 
Class I 8 marks ($1.90) 
Class II 12 marks ($2.86) 
Class III 16 marks ($3.81) 
Class IV 21 marks ($5.00) 
Class V 27 marks ($6.43) 
Class VI 33 marks ($7.85) 
Class VII 39 merks ($9.28) 
Class VIII 45 marks ($10.71) 
Cless IX 51 marks ($12.14) 
Class X ’ 57 marks ($13.57) 
Class XI 63 marks ($14.99) 


Benefits for Class I are 75 per cent of the standard wage; 
for Class II, 65 per cent; for Class III, 55 per cent; for 
Cless IV, 47 per cent; for Classes V and VI, 40 per cent; 

for Class VII, 37.5 per cent; and for Classes VIII through 
XI, 35 per cent. A supplementary allowance of 5 per cent 

of the standerd wage is given for each dependent member of 
the family, but the total benefits received may not exceed 


2 
the following per cents of standard wage: 


Classes I and II 80% 
Class III 75% 
Class IV 72% 
Classes V and VI 65% 
Class VII 62.5% 
Classes VIII--XI 60% 


The insured worker’s contributions to other forms 


of social insurance are maintained by funds provided by the 


*Ibid., p. 254. 
2Ibid., p. 255. 
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federal government during the time he receives unemployment 


benefit. 


Duration of benefits 

The benefit period for unemployment insurance is 
definitely limited by law to twenty-six weeks. At the ex- 
piration of that time, the worker must look to the extended 


unemployment benefit system for assistance. 


Extended Unemployment Benefit 


At the expiration of the twenty-six weeks of insur- 
ance benefit, the responsibility of the unemployment insur- 
anee fund for the worker is ended. The German unemployment 
law, however, provides for a system of non-contributory ex- 
tended benefits outside of the regular insurance system to 
care for long-term and chronic unemployment. The funds to 
finance this extended benefit are provided four-fifths by 
the federal government and one-fifth by the communes. In- 
sured workers who have exhausted their rights to benefit, 
insured persons who have not paid a sufficient number of 
contributions for eligibility to insurance benefits, and 
non-insured persons in need may receive extended benefits. 
The period for which these benefits are payable may be fixed 
by the Minister o0 Labor. The limit is usually thirty-two 
weeks, but the local employment offices are permitted to 


extend the period to forty-five weeks in the cases of persons 


—— ae Se eee eee 


“Ibid., p. 256. 
2Tbid., p. 256. 
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over forty years of age who are in an extremely necessitous 
condition. The rates of extended benefits are based on the 
same scale as insurance benefits, except that benefits for 
Classes V to XI are reduced in the following manner: Per- 
sons with at least one dependent receive the benefit rates 
of Class V instead of Class VI, of Class VI instead of 
Classes VII end VIII, and of Class VII instead of Classes 
IX to XI. Allowances for dependents are correspondingly re- 
duced. Persons without dependents receive the rates of the 
elass below that in which they belong. 

The extended benefits system is a permanent na- 
tional relief system, similar in many respects to the unem- 
ployment assistance created by Great Britain in 1934, and 


recipients of benefit must be in need. 


Welfare Support* 


When the German worker has exhausted his rights 
to both insurance benefits and extended benefits, he must 
then apply for welfare support. Welfare support is the reg- 
ular poor relief system of the local communities. It is 
supported entirely by the communes, towns, and cities, re- 
ceiving no federal or state aid. A very strict needs test 
must be passed by applicants for welfare support, and no 
limit is set with regard to the length of time for which 


support may be given. 


+*Tbid.;)p. 257. 
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Use of Employment Exchanges 


The employment exchanges are a part of the unem- 
ployment systems. Germany has emphasized in all her social 
legislation the principle of prevention rather than relief, 
and consequently has stressed the placement and vocational 
guidance of the unemployed. Prior to the passage of the 
Employment Exchanges and Unemployment Insurance Aet of 1927, 
the communes had been operating approximetely nine hundred 
public employment offices. In addition, employment offices 
were operated by private agencies for profit, by political 
organizations, by organizations of employees, and by em- 
ployers’ organizations. When the Act of 1927 was passed, 
all of the public offices were taken over by the Federal 
Bureau of Employment Exchsnges end Unemployment Insurance, 
and grouped into thirteen district and three hundred sixty- 
one local employment offices. In 1929, a revision of the 
law provided for the closing of all private employment agen- 
cies by January 1, 1931, and prohibited political organiza- 
tions from operating employment offices. The agencies oper- 
ated by employee and employer organizations were permitted 
to continue under the supervision of the Federal Bureau. 
Thus Germany turned over all placement work to the juris- 
diction of the federel government. 

i Unemployment benefits, both insurance and extended, 
are paid through the labor exchanges. Upon loss of employ- 


ment, the worker reports immediately to his loeal employment 


*carroll, Mollie Ray, Unemployment Insurance in Germany, 
1930, p. 65. 
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office. He must present a ecard showing his earnings during 
the previous six months of employment 2nd 2 statement from 
his employer showing the dates of employment end discharge, 
reason for discharge, and earnings. Efforts are mede to 
place the worker in enother position, and failing this, bene- 
fits are paid after expiration of the required waiting peri- 
od. The unemployed person is required to report at the em- 
ployment office at least three times a week. In some cases, 
daily reporting may be required. The regulations with re- 
spect to registering and reporting at the employment offices 
apply not only to applicants for regular insurance benefits, 
but to epplicants for extended benefits end even welfare 
support. Failure to report on the days required is penalized 
by loss of benefit for each day the applicant does not re- 
port. 

Placement on productive relief works may be of- 
fered when other plecement is not available. 

The employment offices play an important role in 
providing vocational guidance. They do not give voeational 
training but they do cooperate with schools giving voca- 


tional training end rehabilitation courses. 


Administration of the System* 


The German Unemployment Insurance system is admin- 
istered through a public corporation, The Federal Institute 


of Employment Exchanges end Unemployment Insurance, under 


*Epstein, Abrehanm, Insecurity, A Challenge to America, 1936, 
p.377. 
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the general supervision of the Minister of Labor. The Fed- 
eral Institute functions through an administrative council 
including thirteen representatives each of employers, em- 
ployees, and public authorities, and through local and dis- 
trict administrative committees, on which eoual numbers of 
representatives of workers, employers, and public authori- 
ties are required. The administrative council determines 
policies concerning rates of contribution and benefit, and 
is authorized to take steps to combat unemployment. The 
local and district administrative committees determine rules 
and procedures with respect to their individual employment 
offices. Courts of appeal are attached to the local and 
district offices, but the final court of apveal is not con- 
nected with the Federal Institute. Final appeals are made 
to the Federal Insurance Bureau, 2 court of appeal dealing 
with all types of social insurance. 

In setting up the above administrative machinery, 
Germany attempted to establish her unemployment insurance as 
an independent organization beyond the reach of political 
influence. It left the balance of power in the hands of em- 
ployers and employees, rather than with the public authori- 
ties, giving, in the words of Mollie Ray Carroll, "a quasi- 
industrial chsracter to offices which enforce national leg- 


islation."+ 


*carroll, Mollie Ray, Unemployment Insurance in Germany, 
1930, p. 64. 
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Value Creating Unemployment Relief* 
In Greet Britain, little attempt was made to pro- 


vide any form of public works for the relief of unemploy- 
ment. Germany, on the other hand, definitely included in 
her Act of 1927 provision for a system of productive unem- 
ployment relief. This type of relief had been used during 
the period between 1920 and 1927, and the desirability of 
providing productive employment wherever possible was there- 
fore already well established in Germany. The Act of 1927 
provided that persons might be given work in value creating 
employment instead of receiving insurance benefits, extended 
allowances, or welfare support. These value creating pro- 
jects are tied up with Germany’s unemployment relief systems, 
in that the insurance system provides funds for projects em- 
ploying persons eligible for insurance benefits, the local 
welfare authorities provide funds for employment of persons 
who would otherwise receive welfare support, and the federal 
government and communes provide funds to employ those who 
would otherwise receive extended benefits. Loans from the 
federal and state governments are also made available for 
projects that would not normally be undertaken by them. 
Prior to 1927 grants had been made to private enterprises, 
but this had not proved successful and was prohibited by the 
Act of 1927. 

Funds for this type of project had to be expended 


*Garroll, Mollie Ray, Unemployment Insurance in Germany, 
1930, pp. 73-79. 
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on genuinely productive work but could not be used for work 
which would be carried on regardless of employment condi- 
tions. Land reclamation, swamp drainage, street and road 
building, the building of dams, and the improvement of water- 
ways were included among the velue creating employment pro- 
jects, provided always that they would not be undertaken by 
communities without assistance. Productive employment on 
this type of project is more expensive than the payment of 
benefits, but justification for it rests on the beneficial 
effect on the worker. It maintains his ability and desire 
to work, and prevents the demoralization of the worker dur- 


ing long periods of idleness. 


Operation 

Germany, like Great Britain, was unfortunate in 
inaugurating her unemployment insurance and relief systems 
during a period when unemployment conditions continued to 
grow more severe with the passing of each year. During the 
last niet of 1927, income exceeded expenditures, but begin- 
ning in 1928 the strain on all the relief agencies of Ger- 
many began to grow and continued to grow throughout the next 
few years. 

Expenditures during the first year of operation, 
1927-1928, amounted to 980,000,000 marks plus an additional 
122,000,000 marks contributed by the unemployment insurance 


fund and the national treasury for public works.” About 


*Tnid., p. SA. 
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58 per cent of the total expenditures was paid out for unenm- 
ployment benefits; 8 per cent for maintaining other social 
insurance contributions; 13 per cent for value creating pro- 
jects; 135 per cent for extended benefits: 7 per cent for ad- 
ministration, and 1 per cent for benefits to persons in part- 
time employment. The experience during the first year of 
the act was therefore not unsuccessful. 

During the second year of operation, 1928-1929, 
conditions in Germany were becoming worse. A depression, 
combined with severe weather conditions and a shortage of 
coal, increased the number of unemployed greatly. The Fed- 
eral Institute was forced to borrow from the national treas- 
ury and by the end of 1929 its indebtedness to the treasury 
amounted to 330,000,000 marks, and by 1930 amounted to 
335,000,000 marks.” It was evident by this time that the 
31/2 per cent contribution, in effect at that time, could 
not cover the expenditures for the system. An amending act 
passed in April, 1930, provided for the cancellation of all 
mia wade to the fund previous to April, 1930, and for the 
granting of an annual subsidy. A grent of 200,000,000 marks 
was made for the period April 1, 1930 to March 31, 1931, and 
provided for loans if administrative revisions were made to 
insure repayment. The government in the fall of 1930 re- 
tracted these provisions and ruled that no further subsidies 


nor loans were to be made to the fund. In March, 1931, the 


*Ibid., p. 84. 
2Ibid., p. 86. 
SIbid., p. 89. 
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fund was foreed to borrow 83,000,000 marks from the Reichs- 
bank to earry on its benefits. The finenees of the fund 
were fairly sound at this time. For the year April 1, 1931 
to March 31, 1932, the fund showed an excess of income over 
expenditures of 24,033,000 Reichsmerks.* The reason for the 
soundness of the fund at this time, however, was that the 

. greater number of unemployed were being cared for outside of 
the insurance system, by means of extended benefits and poor 
relief. 

The great difficulty in Germany, at this time, 
arose from the burden of extended benefits and welfare sup- 
port. The communes were carrying one-fifth of the cost of 
extended benefits and all of the cost of welfare support. 
The communes were heavily in debt because a large group of 
the unemployed were being cared for, not through insurance 
benefits, but through extended benefits and welfare support. 
Federal subsidies to the communes became necessary in order 


to relieve some of this burden. 


Operation, 19352-1933 


The number of unemployed workers continued to in- 
erease in 1932, the average number of unemployed during 1932 


being 5,580,000. The financial difficulties of the communes 


oy: S. Department of Labor, Bureau of Statistics, Bulletin 
No. 544, Unemployment-Benefit Plans in the United States 
and Unemployment Insurance in Foreign Countries, 1931, 
pp. 251-252. 

®Unemployment Insurance and Relief in Germany, 1932, National 
Industrial Conference Board, p. 10. — 

SEconomic Development of Germany under National Socialism, 
1937, National Industrial Conference Board, p. 34. 
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during this time brought about radical changes in the unem- 
ployment insurance scheme, changes which undermined the prin- 
ciples underlying the insurance system created by the act 
passed in 1927. 

The first change in the direction of undermining 
the insurance principle occurred in 1931, when the right to 
insurance benefits was denied to unemployed married women 
even though they had met all the requirements for benefit, 
unless they could prove that they were in actual need of sup- 
port.* This change was made in order to relieve some of the 
financial burden on the unemployment insurance fund and to 
prevent married women who had no intention of securing em- 
ployment from receiving benefits. It applied to all married 
women, however, and marked the beginning of the collapse of 
the insurance principle by introducing a needs test for a 
group who under the 1927 law were entitled to benefits as a 
right through having made the necessary contributions. 

The most drastic changes, however, occurred under 
the emergency decrees of June, 1932. These decrees gave the 
federal government the right to change rates of benefit, to 
make benefits dependent upon need after a certain time, to 
use surpluses of the insurance fund for other forms of unem- 
ployment relief, and to make ineffective any provisions of 
the Labor Exchenges and Unemployment Insurance Act of 1927. 


Under the powers grented by the decrees of June, 


4Unemployment Insurance and Relief in Germany, 1932, 
Natimal Industrial Conference Board, p. 17. 
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1932, important changes were made in the unemployment insur- 
ance system. Benefits were reduced epproximately 23 per 
cent, and were no longer expressed as a percentage of basie 
wage rates. Instead, benefits were dependent upon the size 
of the community in which the unemployed worker resided, a 
definite benefit being stated for each wage class in each 
community class.* The amount of benefit thus varied aceord- 
ing to cost of living, which is not in line with insurance 
principles. 

The length of the benefit period was reduced from 
twenty-six weeks to twenty weeks. The most significant 
change, however, was the introduction of a provision that 
workers could not receive insurance benefits after six weeks 
unless they passed a strict needs test.* The needs test is 
administered, not by the labor offices, but by the communal 
welfare authorities. Insurance benefits thus beeame no lon- 
ger a matter of right, except for @ brief six weeks, but @ 
matter of destitution. This was entirely contrary to the 
original aims of the law of 1927, and marked the breakdown 
of unemployment insurance in Germany. In Germany, as in 
Great Britain, these changes, d@eplorable as they were be- 
cause of their effects on the principles of social insurance, 
were the result, not of choice, but of necessity. The con- 
munes could not bear the burden of unemployment relief, and 


the insurance system had to be used to meet the emergency of 


41bid., p. 20. 
®Ibid., p. 22. 
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abnormal unemployment. 

In order to raise revenues to cover part of the 
cost of unemployment relief, a new tax, called a contribution 
to unemployment relief, was levied beginning in June, 1932, 
on all wage earners, office workers, salaried employees, and 
civil service workers, in the form of a wage deduction.~ 
The revenues raised by this tax are deposited with the Fed- 
eral Bureau of Employment Exchenges and Unemployment Insur- 
“ance, subject to disposal by the federal government. The 
funds are used to relieve the financial burdens of the com- 
munes for unemployment relief. During 1932, regular unem- 
ployment insurance benefits were caring for only 11 per cent 
of the unemployed, the remainder being cared for through ex- 
tended benefits and welfare relief. Moreover, the benefits 
peid were barely enough for subsistence, and in some cases 
were less than amounts which were granted under welfare 


relief. 


Hitler and the National Socialist Party 
The number of unemployed reached its highest peak 


during 1932 and the unemployment insurance system could not 
meet emergency conditions which it had not been intended to 
meet. Economic conditions were at the lowest point when the 
National Socialist Party, under Chancellor Adolf Hitler, 

came into power in January, 1933. The assumption of dicta- 


torial power by Chancellor Hitler, and the carrying out of 


*Ipid., p. 23. 
2Tbid., p. 24. 
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the National Socialist Party's program in Germany was possi- 
ble because of Germany’s deplorable economic conditions. 

The Nationel Socialist Party under Hitler embarked on plans 
to rearm Germany, to make it self-sufficient economically, 
and to eliminate unemployment. While private enterprise 
presumably functions in Germany, it functions only under the 
complete control of the state. A system of planned economy 
has been established in the interest of the general welfare 
of all Germany, and all private enterprises must be conducted 
in accordance with the general welfare. What constitutes the 
general welfare, is, however, decided by Chancellor Hitler 
and the leaders of the National Socialist Party. 

Under the Hitler regime, unemployment has steadily 
declined. At the beginning of 1933, the number of registered 
unemployed was over 6,000,000.” By September, 1936, the num- 
ber of unemployed had dropped to only a little over one mil- 
lion, and in March, 1937, the number of unemployed was 
1,245,000." Economic conditions in Germany have greatly im- 
proved, though recovery has not brought about an appreciably 
higher standard of living, as weges, by government control, 
have remained at a low level and vorices have risen. The 
planned economy has had for its main objective the rearming 
of Germany and has prevented any appreciable rise in stand- 
ard of living in order to attain this objective. 

*yational Industrial Conference Board, Economic Development 


of Germany Under National Socialism, 1937, p. 33. 
SIbid., py 33. 
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Nevertheless, the condition of millions who were totally or 
partly unemployed prior to the Hitler regime, has improved 
considerably. 

The reduction of unemployment in Germany from 1933 
to 1937 has been brought about through the rearmament pro- 
gram, the public works programs, and the stringent regulation 
of private industry under a planned economy. About four bil- 
lion Reichsmarks were expended by the government on public 
works programs, and about eighteen billion Reichsmarks on re- 
armament during the years from 1932 to 1937, according to 
an estimate of an investigator of the National Industrial 
Conference Board. 

During the Hitler regime, the unemployment insur- 
ance system, as modified by the decrees of 1932, has contin- 
ued to function. Benefits paid out have continually de- 
ereased with the increase in employment in private enter- 
prise and on public works programs. In 1934, further changes 
provided that regular benefits were to be granted for only 
fourteen weeks, with a means test at the end of six weeks. 

At the end of fourteen weeks, the worker is transferred to 
extended benefits and has to pass a means test every thir- 
teen weeks. - The unemployed person remains on extended 
benefits indefinitely, and is not transferred to welfare 
support as he was formerly. This was done in order to shift 


the burden from the communes to the extended insurance 


*Tbids, De 34. 
2Monthly Labor Review, August, 1934, p. 30. 
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system, and is partly financed by the special "unemployment 

relief contribution" or "crisis tax." In 1936, the Federal 

Bureau for Unemployment Insurance paid regular and extended 

benefits to 902,000, and only unemployables were being cared 
for through the welfare relief of the communes, whereas dur- 
ing the years 1930, 1931, and 1932, the greater part of the 

unemployment burden was being carried by the welfare relief 

of the communes.? 

The insurance system in Germany today is still 
operating on a relief basis, rather than an insurence basis, 
as the provisions of the decrees of 1932 and 1934 are still 
in effect, and the needs test is epplied after six weeks’ 
benefits have been received. In June, 1937, benefit rates 
were increased somewhat, but no action has been taken to- 
ward restoring the original insurance principles of the Act 


of 1927. 


Summary and Conclusions on Unemployment 
Insurenee in Germany 


The original Employment Exchanges and Unemployment 
Insurance Act of 1927 attempted to create an actuarially 
sound insurance system. The whole cost of regular insurance 
benefits was to be borne by the employers and employees. In 
order to protect the finances of the fund, special provision 
was made for long-term unemployment. Such unemployment was 


to be taken care of through extended benefits which were 


*Nationel Industrial Conference Board, Economic Development 
of Germany Under National Socialism, p. 34. 


« 
, 
— 


? 


coy” falooqe a 2 


iy 


‘$+ .Af0£ x ee 


boies nnted erew sefdsyofomenu Yin’ bis 006460 
: 


t 


HMosnve Ssoratwett 


c 
~ 


ef 4 
: ne TS wc ,eleasd tIsliet B 
Pp '" 2 > { eo Bros 

4 1k Ss. > bh > s-v © bh be 

sits hetiaas al Jest aebeet ety Dn 


ol . Wal - carrmt r. 4 a hevissetT read ever e 


aos To i ; on dud ,tanwemoes bhegeetor 


‘ 
‘ r r vv + «na leew _ arr 
: : : 4 aniaedaes 
. 
‘ ser 
pee ; ee ix duit eee 
74 - a , & eee ee 
ae _— ee = - —-—— a ee ee 
ad ,¢ : 
f » prt 
rymeatia YSOL to SOA svnsetienl 
0 ~) ae 
. ; . — ‘> Sot ere é 
; 2 : Ta! oO & ew 
to : 1 ent Goavok 
- - 
: ° ‘ t a Thien TO? 
4 , ne ee ‘ 
Se tg oe Pe 
, a 
) d hobnetxe davosis to eseo netad od. od 
= : y Dice tO 
ew a SE = —" 
“ oe ~* Ee 
= - ~ Ss hatey af | 
° al an - * 
. . : ; | a — Pe -* ? bret 
C = 
a 
a * 
iw, 
_ iA (ae 


~69- 


financed one-fifth by the federal government and four-fifths 
by the communes. 

Regular insurance benefits under the law of 1927 
were payable for twenty-six weeks. Extended benefits were 
payable for the length of time fixed by the Minister of Labor. 
At first thirty-two weeks of extended benefits were permitted, 
but later this was extended to forty-five and then to fifty- 
eight weeks in the cese of persons over forty years of age. 
Recipients of extended benefits were required to show that 
they were in need. After 2 worker had exhausted both the 
regular end extended benefits, he was turned over to welfare 
relief, which was financed entirely by the communes. 

Germany, through the provision of three kinds of 
unemployment relief, attempted to safeguard the regular insur- 
ence system, and to provide regular insurance benefits 4s a 
contractual right. The attempt proved umsuccessful because 
of severe unemployment conditions caused by the greatest de- 
pression the world has yet experienced. Contributions and 
benefits in Germany were based on an estimate that the aver- 
age annual number of unemployed would not be more than 
1,250,000. During the years 1927 to 1933, however, the nun- 
ber of unemployed reached as high as 6,000,000, and the unen- 
ployment insurance fund was forced to borrow from the fed- 
eral government in large amounts. At the same time, the 


insurance fund cered for only a small percentage of the 
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unemployed, the greater burden falling on the federal govern- 
ment and the communes due to the fact that most of the unem- 
ployed were eventually transferred to the extended benefits 
and welfare support.systems. In 1932, the finances of the 
communes were in such a condition that emergency decrees 
were passed which altered the principles underlying the reg- 
ular insurance system. Regular benefits were reduced to 
twenty weeks, and later to fourteen weeks, and a needs test 
was required after the first six weeks. Funds of the insur- 
ance system could be used for other than regular benefits. 
In order to help the communes, workers were no longer trans- 
ferred to welfare support, but were kept on extended bene- 
fits, and a special "crisis" tax was levied to help meet the 
cost of extended benefits. The system became a relief, 
rather than an insurance system. 

With the rise to power of the National Socialist 
Party under Hitler in January, 1933, conditions in Germany 
improved greatly because of the rearmament and work relief 
programs inaugurated. The insurance system, however, has 
remained on a relief rather than insurance basis up to the 
present time. Yet it cannot be said that the principle of 
unemployment insurance has been proved unsound because of 
Germany’s experience. The regular insurance system was not 
intended to provide for long-term unemployment caused by a 


severe depression, and thus cannot be said to have failed 
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est aie ‘not aecomplish something for which it wes 
Germany’ s experience, like Greet Britain’s, 


nes us that unemployment insurance cen be only a "first 


“line of defense," and that the problem of chronic and long- 


a5 


term unemployment must be met by other methods. 
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CHAPTER IV 


BNERBPLOVRRBNTF INSBUVURAN EE 
ty PRS PPL T Eh Sara T ES 


Background of Present Legislation 


Attitude toward Unemployment Insurance 

The battle for unemployment insurance in the 
United States has been a hard one. The tendency in the 
United States has been to resist any inroads on rugged indi- 
vidualism. It has been argued by critics thet a system of 
unemployment insurance would remove from the individual the 
incentive to work, would destroy thrift, and build up a citi- 
zenry content to let the government assume the responsibili- 
ty for their well-being. England’s so-called "dole" has 
constantly been referred to with horror as an argument 
against unemployment insurance. Unemployment was looked 
upon as an individual problem, as one woich could be con- 
trolled by the individual. Employers, with the exception 
of a small group of progressive firms, were opposed to unem- 
ployment insurance. Even the American Federation of Labor 
opposed unemployment insurance until 1932. 

Probably one of the most importent difficulties 
encountered in the struggle for unemployment insurance in 
the United States, however, is our federal form of govern- 


ment. The Federal government was thought to have no power 
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to enact a Federal law, and the individual state, by enacting 
a@ law, would place its industries at a competitive disadvan- 
tage with industries in states having no law. 

During the recent severe depression a noticeable 
change in public opinion took place in this country, and 
it became evident to many that the unemployed were not re- 
sponsible for their plight. Dr. Isador Lubin of the Insti- 
tute of Economics states: "No impartial observer of indus- 
try would attribute today the existence of any but a rela- 
tively smell share of unemployment to the workers themselves 
-.-.--Unemployment is a persistent factor in modern economic 
ai fe."* 

During the severe depression, it became necessary 
for the government in this country to assume responsibility 
for the unemployed. Emergency agencies were set up by the 
Federal government to provide work and to provide relief for 
those in need. Among these agencies were: The Public Works 
Administration, the Civil Works Administration, the Civilian 
Conservation Corps, and the Federal Emergency Relief Admin- 
istration. In the period between March, 1933, end October, 
1934, these agencies had expended almost three billion dol- 
lars, and up to the present tremendous expenditures have 
continued to be mede. People in the United States have come 
to believe that the government does have a part in providing 


security for its citizens, end that "rugged individualism" 


seme Harry W., Unemployment and Its Remedies, 1931, 
pe . 
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cannot solve the problems of modern economic life. 


Experiments by Individual States 


Prior to 1935, Wisconsin was the only state to pass 
an unemployment insurance law. On January 29, 1932, Wiscon- 
sin became the pioneer in the field of unemployment insur- 
ance in this country by passing an unemployment reserves and 
compensation law to become effective on July 1, 1934. 

This law provided for a fund contributed by employ- 
ers only, out of which benefits were to be paid on the basis 
of one week's benefit to four weeks of employment, with a 
maximum benefit period of ten weeks ina year. Contributions 
by employers were set at 2 per cent of payrolls until a fund 
of $55.00 per worker was accumulated and then at 1 per cent 
of payroll until a fund of $75.00 per worker was accumuleted. 
After the fund hed reached $75.00 per worker, no further con- 
tributions were to be made until the fund fell below $75.00 
a worker. Funds under this plan were to be segregated under 
the name of the individual employer, and the worker would 
heave a claim only against the reserve of his own employer. 
Benefits under this act were $10.00 a week or 50 per cent of 
average weekly salary, whichever was lower. Companies which 
guarantee forty-two weeks of employment in 2 year to their 
workers were exempted from the payment of contributions.” 


The Wisconsin plan is of interest in that it was 


“Elbert, Robert G., Unemployment and Relief, 1934, pp. 104- 
105. 
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the first plan to be put into effect. It has been changed 
slightly since the passage of the Social Security Aet in 
1935. 

Ohio attempted to pass an unemployment insurance 
law in 1933, but the bill failed to pass the Senate. As 
Wisconsin and Ohio were the only states to initiate any steps 
toward unemployment insurance prior to 1935, it is evident 
that Federal pressure only could hasten the advent of unem- 
ployment insurance laws throughout the country. In 1935, 
that pressure came with the passage of the Social Security 


Act. 


The Social Security Act of 1935+ 


The Social Security Act was adopted in August, 
19355. This act ineludes provisions having to do with old- 
age assistance, aid to dependent children, aid to the blind, 
Old-age benefits, maternal and child-health services, ser- 
vices for crippled children, child welfare services, voca- 
tional rehabilitation, and unemployment insurance. It cov- 
ers practically the whole field of social security. 

The act, in itself, does not provide an unemploy- 
ment insurance system, nor does it compel states to provide 
such cision: It does, however, in Titles III and IX, en- 
courage states to pass unemployment insurance legislation by 


removing the chief deterrent to such action. That deterrent 


a S. Government Printing Office, Summary of Provisions of 
the Federal Social Security Act Relating to Unemploy- 
ment’ Compensation, 1936, p. 1. 
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had been the fear of the individual state of placing its 
industries at a competitive disadvantage if it passed an 
unemployment insurance law while other states did not. 

The Social Security Act removes this disadvantage 
by levying a Federal tax on employers of eight or more per- 
sons employed in each of twenty weeks in a year except in 
the following employments: 

1. Agricultural labor. 

2.° Domestic service in a private home. 

3. Officers or members of crew of a vessel 
on the navigable waters of the United 
States. 

4, Individual in employ of son, daughter, 
or spouse, child under 21 years of age 


in employ of parent. 


5. Public employees--Federal, state, and 
local. 


6. Employees of non-profit institutions 
operated exclusively for religious, 
charitable, scientific, literary, or 
educational purposes, or for the pre- 
vention of cruelty to children or 
animals. 
The tax levied by the act is 1 per cent of wages 
in 1936, 2 per cent in 1937, and 3 per cent thereafter. This 
tax is paid by the employer, no assessment being made on the 
employee by the Federal government, and the proceeds of the 
tax go into the treasury of the Federal government. 
A tax offset device is provided in order to encour- 


age state legislation. The above tax is levied on employers 
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in all states, but the act provides that an employer may 
eredit against this tax contributions paid by him to an unen- 
ployment insurance fund under a state law. The amount of the 
credit allowed may not be more than 90 per cent of the Fed- 
eral tax. in order that the tax credit may be obtained, the 
unemployment insurance law of the state must have been ap- 
proved by the Social Security Board. In states permitting 
the reduction of contributions for employers having good em- 
ployment records, the Federal law makes provision for the 
allowance of credit for the amount by which contributions 
are reduced. 
The Social Security Board will approve a state 
System provided that it meets the following requirements: 
1. Benefits must be paid through public employ- 
ment offices in the state, or through other 
agencies approved by the state. 
2. Benefits may not be payable in a state until 
its plan has been in effect at least two 
years. (This regulation was mede in order 
to build up an ample fund before benefits 
could be claimed.) 
3. All contributions collected are to be depos- 
ited with the Unemployment Trust Fund of the 
United States Treasury. 
4. Withdrawals from the Unemployment Trust Fund 
may be used only for the payment of unemploy- 
ment insurance benefits. No part may be used 
for administrative expenses. 
5. Benefits may not be denied any eligible per- 


son for refusal to accept work under the 
following conditions: 
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a. If the position is vacant because of: a 
strike, lockout, or other labor dispute. 


b. If the wages, hours, or conditions of 
work are substantially less favorable 
to the individual than those prevailing 
in the locality. 

e. If the individual would be required to 
join a company union or to refrain from 
joining any bona fide labor organization. 


6. The state must retain the right to repeal or 
amend its law. 


Approval of a state system by the Social Security 
Board may be revoked at any time that amendments or changes 
in a state plan result in failure to comply with the fore- 
going conditions. 

As indicated by the foregoing provisions, the Fed- 
eral government does not prescribe conditions with respect 
to amount of benefits, duration of benefits, employee contri- 
butions, waiting period, ete., and the protection afforded 
the worker may vary considerably in different states. 

The money collected by the states under their unem- 
ployment insurance acts is deposited in the Unemployment 
Trust Fund of the United States Treasury, subject to with- 
drawal by the states for payment of benefits. A separate 
fund account is kept for each state. The trust fund is in- 
vested in interest-bearing obligations of the United States 
Government. 

In addition to the Federal tax and the tax credit 


offset provided in the law to remove the obstacle in the path 
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of state legislation, the Social Security Act further encour- 
ages state legislation by grants of funds with which to ad- 
minister their unemployment insurance legislation. The law 
does not permit contributions to the Unemployment Trust Fund 
to be used for edministrative purposes. 

The funds to be granted to each state are to be 
determined by the Social Security Board, teking into consid- 
eration the population of the state, the number of persons 
covered by the system established in the state, the cost of 
administering the particular system, and any other relevent 
factors. Funds available to the Social Security Board for 
this purpose must be authorized by an appropriation of Con- 
gress. For the yeer ending June 30, 1936, the Federal ap- 
propriation authorized was $4,000,000, and for fiscal years 
thereafter is get at $49,000,000. 

A state to be eligible for Federal grants for ad- 
ministrative purposes must have a state law approved by the 
Social Security Board. It must have methods of administra- 
tion approved by the Board in order to insure full payment 
of benefits when due. Payments of benefits must be mede 
through public employment offices or other agencies approved 
by the Board. Provision for an impartial tribunal for the 
hearing of cases in which benefit is denied must be meade in 
the state law. Also, in order to receive these grants, the 


State is required to make reports conteining such information 
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as the Social Security Board may require from time to time, 
and must furnish to any Federal agency administering public 
works or assistence through public employment, the name, 
address, occupation, employment status, and rights to fur- 
ther compensation of each recipient of unemployment compen- 
sation. Grants to a state may be suspended by the Social 
Security Board, after a hearing, if the state fails to com- 
ply with any of the foregoing conditions or if it appears 
that a substantial number of persons entitled to benefit are 


being denied it. 


Types of Funds 
The Federal law permits at least four different 


types of unemployment funds to be established by the states. 
Combinations of these are also possible. These four general 
types are: 

1. Pooled fund. 

2. Individuel employer reserve accounts. 

3. A pooled fund with merit rating. 

4. A guaranteed employment eccount. 

There has been and still is much difference of 
Opinion as to which of the above types of fund is the most 
desirable. The straight pooled fund system is one in which 
all contributions are put into a single fund end benefits 
are paid out of the fund to those eligible for benefits re- 


gardless of by whom they have been employed. This is the 


a P S. Government, Bureau of Unemployment Compensation, 
Circuler No. 5, 1936, pp. 8-10. 
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type of fund established in both England and Germany. A 
pooled fund provides for the spreading of the risks of unen- 
ployment over a whole state and benefits are in no way de- 
pendent on reserves created by an individuel concern. It 
affords greater protection to the worker, but is objected to 
by many because it results in the use of the contributions 
of employers end employees with good employment records to 
finance benefits paid to workers in less stable industries. 
To many who believe in unemployment insurance, not strictly 
@as insurence, but as a mutual assistance plan, this feature 
is not an objection but a desirable and necessary element of 
any unemployment insurance system. 

A pooled fund with merit rating is a plan providing 
for lower rates of contributions to the state unemployment 
fund for employers with good employment records. Its pur- 
pose is to encourage employers to stabilize employment with- 
in their concerns. The unemployment fund, under such plans, 
is a single pooled fund, from which benefits are paid to all 
the eligible unemployed within the state, regardless of the 
amount contributed to the fund by the individual employer. 
Separate accounts are maintained for each employer for the 
purpose of permitting reductions in the rate of contribution 
to those employers whose reserve--difference between contri- 
butions made and benefits paid out--has accumulated to a 


certain per cent of his payroll. The separate accounts 
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under this plan are simply a bookkeeping device for the pur- 
pose of merit rating. Employees in a concern with irregular 
employment may draw from the unemployment fund more than the 
contributions on the part of that concern because the fund 
itself is a single pooled fund. Their employers, however, 
will pay a higher rate of contribution to the fund than will 
employers in concerns where employment is more regular. 

Merit rating is a plan devised to meet the objec- 
tions of those who believe it unfair that concerns providing 
regular employment bear a considerable share of the cost of 
providing benefits to employees of concerns with poor employ- 
ment records. It is believed, moreover, that merit rating 
plans will tend to meke the individual employer do all in his 
power to stabilize employment in his eoncern. 

A third type of fund provides for individual em- 
ployer reserve accounts. Funds under this plan are segre- 
gated under the names of the individual employers, and pay- 
ments of benefits are made to employees out of the funds of 
their individual employers. Under this plan, a worker is 
dependent upon the fund segregated in the name of his em- 
ployer, and when that is exhausted, he can receive no more 
benefits. This type of fund does not provide the employee, 
particularly the employee in a concern with irregular em- 
ployment conditions, with as much protection as a pooled 


fund. 
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Guaranteed employment accounts are also permitted. 
Under a guaranteed employment plan, the employer guarantees 


a certain number of weeks of employment in a year. 


Constitutionality of the Act 
With the passage of the Social Security Act in 


1935, the battle for social security in the United States 
was only half won, for the various sections of the act had 
still to face the question of constitutionality. The Supreme 
Court is given the right to make decisions, in the event of 
a law being chellenged, upon the question of whether an act 
is within the powers granted to the Federal government under 
the Constitution. There is no provision in the Constitution 
either expressly forbidding or expressly allowing the Fed- 
eral government to legislate on metters pertaining to social 
security. The framers of the Constitution could make no 
such provisions, as programs for social security were non- 
existent at the time of the adoption of the Constitution. 
Such a bill as the Social Security Aet is dependent upon the 
broad interpretation of the general powers of the Federal 
government under the Constitution, and must not infringe 
upon the sovereign powers of the states. The difficulty of 
meeting the test of constitutionality was one of the main 
reasons for providing in the Social Security Act a tax- 
offset system for encouraging state unemployment insurance 


legislation, rather than attempting to provide a nation-wide 


ores 2 a | 
; needs AUR Teyol r at: 


a pu 


r " “ 
Pia ano. i sudtsenod 20 


he ens ce aera vi ae ie nd 


; ; : . pe <P a 
: ao a rw A 7 | > = ~~ é "d * at at 2 a7 i ¥ 
= ‘ : } : ; : 13 op le 4: ] tie | 
a tay 
r% ‘ 
, 


can i ‘ } 
SI oa 7 * ui) 
eohautisur ; oy? roe rt . eyertt afi ttIss00 Raum i 
ol ; Pe <a" 
; j coh akan vectle 
~ a > - 
} 
\ r Pry ; > 5 - 
ue & & -- 
ry 
ws - ra , ' + - a4 
y, 
= =¢ t 
wt » ve 


. 
| 
: 
. 
| ~ 
: 
j ~ . 
: 
‘ 
e 
' 
. vou. 
‘ 
7 a 
7 si -~* 
| +e | © . q 
: : | : | 
a . | | 
: . sa% 4 
+ 


-84- 


unemployment insurance law or a system providing for the 
return to the states of the tax on employers through sub- 
Sidies to states passing unemployment compensation laws. 
The constitutionality of the sections of the So- 
cial Security Act dealing with unemployment insurance were 
upheld by the Supreme Court in a five to four decision ren- 
dered on May 24, 1937. The test case was brought by the 


1 
Charles C. Steward Machine Company of Alabama. 


Effect of the Federal Act on State Legislation 
The passage of the Social Security Act, with its 

provisions for a tax on employers and a tax credit for em- 
ployers in states having unemployment insurance systems, had 
the desired effect of bringing about the pessage of such 
laws. By June 30, 1937, all forty-eight states, the District 
of Columbia, Hawaii, and Alaska had passed unemployment in- 
surance laws that were approved by the Social Security 


Board. 


State Legislation 
Under the provisions of the Social Security Act, 


the individual states were left free to determine what kind 
of unemployment insurance laws they desired. The Federal 
act, as we have seen, permits several different types of 
funds, and establishes no requirements with respect to such 


important matters as employee contributions, state 


——— 


“Monthly Labor Review, July, 1937, pp. 179-180. 
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contributions, amount, duration, or employment qualification 
for benefits, and waiting period. The protection afforded 
the worker in the different states, therefore, varies con- 
siderably. 

Provisions of the unemployment laws of three states, 
New York, New Jersey, and Wisconsin, are given in this study 
as examples of the legislation that has resulted from the 
passage of the Social Security Act. The selection of these 
three states was made in order to illustrate a system with a 
pooled fund, a pooled fund with merit rating, and an employ- 


er-reserve type of fund. 


State of New York” 

The New York unemployment insurance law provides 
for the establishment of a pooled fund. In all probability, 
however, merit rating will be introduced in the near future. 
The law covers employers of four or more employees within 
each of thirteen weeks, thus covering a larger group than 
the Federal tax on employers, which is limited to employers 
of eight or more employees within each of twenty weeks. 

Excluded from coverage are employment in agricul- 
ture, domestic service in a private home unless at least 
four such persons are employed within each of thirteen weeks, 
employment of husband or wife or minor child, employment by 


any governmental subdivision, employment in any non-profit 


*Social Security Board, Analysis of State Unemployment 
Compensation Laws, 1937, pp. 14-15. 
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religious, charitable, scientific, literary, or educational 
organization. Persons engaged in non-manuel labor receiving 
more than $2600 a year or $50 a week are excluded from con- 
tribution basis and benefits, but are included in deter- 
mining whether the employer is subject to the law under the 
four-employee provision. 

Contributions to the pooled fund are based on pay- 
rolls at the rate of 1 per cent in 1936, 2 per cent in 1937, 
and 3 per cent in 1938 and thereafter. No contributions are 
made by employees or by the state. 

Benefits under the plan are fifty per cent of wages, 
with a maximum of $15 and a minimum of $5 a week. Benefits 
are payable in the ratio of one week of benefit to fifteen 
days of employment within the preceding year, with a maximum 
of sixteen times the weekly benefit amount within a year. 

In order to qualify for benefits, ninety days’ employment 
within twelve months or 130 days within twenty-four months 
is required. A waiting period of three weeks, but not more 
than five weeks, is provided by the law. Benefits are pay- 
able only to persons unemployed through no fault of their 
own and refusal to accept suitable employment acts as a dis- 
qualification. In the ease of discharge for misconduct or 
loss of position because of a trade dispute, the waiting 
period is extended to ten weeks. Payment of benefits and 


placement of workers is in the charge of state employment 
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offices. The manager of the local state employment office 
passes on claims for benefits. A board of appeals composed 
of three members appointed by the governor of that state 


makes decisions on disputed claims. 


State of New Jersey” 


New Jersey is an example of a state having a law 
providing for a pooled fund with separate employer accounts 
for merit rating only. Its law applies to employers of 
eight or more employees within each of twenty weeks, the 
bane employers who are included under the tax provisions of 
the Federal act. It excludes from coverage, agricultural 
labor, domestic service in a private home, employment on 
vessels on navigable waters, employment for child, husband, 
or wife, and by child under twenty-one for parent, govern- 
ment employment, and employment in non-profit religious, 
charitable, scientific, literary, educational, or humane 
organizations. No exclusions are made on the basis of earn- 
ings. 

Contributions by employer, based on payroll, are 
0.9 per cent for 1936, 1.8 per cent for 1937, 2.7 per cent 
through 1941, and merit rating from 1941 on. Contributions 
of 1 per cent are made by employees beginning in 1938. New 
Jersey is one of the few states requiring employee contribu- 


tions. No state contributions are made. 


*tpid., pp. 12-13. 
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The provisions of the law in New Jersey with re- 
spect to merit rating are representative of the merit rating 
systems adopted in the majority of states. Werit rating be- 
gins after 1941. The employer whose separate employer ac- 
count shows a reserve of 7.5 to 10 per cent of payroll will 
contribute ee eee cent of payroll; the employer whose ac- 
count shows a reserve of 10 per cent or more will contribute 
0.9 per cent. These lowered rates of contribution are, how- 
ever, subject to the condition that contributions of less 
than 1.8 per cent may not be permitted unless the assets of 
the insurance fund are twice the amount of total benefits, 
and contributions of less than 2.7 per cent may not be per- 
mitted unless assets of the insurance fund exceed the bene- 
fits paid in the preceding year. The employer whose account 
shows benefits in excess of contributions for all past peri- 
ods, or for the past ten years, whichever is to the advan- 
tage of the employer, must contribute to the fund at the rate 
of 3.6 per cent of payroll. In this way, the employer whose 
employees withdraw over 2 period of time more than the con- 
tributions mede in their behalf is made to bear a higher 
' proportion of the total cost of the system than the employer 
with a good employment record. 

Benefits under the New Jersey law are 50 per cent 
of wages, the maximum being set at $15 a week and the mini- 
mum at $5 a week, or three-auarters of wages, whichever is 


lower. 
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The duration of benefits is limited to sixteen 
times the weekly benefit within a year, or one-sixth of the 
wages earned during the first four of the last five quarters, 
whichever is lower. In order to qualify for benefit, the 
worker must have earned total wages of sixteen times the 
benefit amount within four of the last five calendar auar- 
ters. The waiting period is two weeks in thirteen weeks, 
with a maximum of five weeks in & year. 

Workers are disqualified for benefits through dis- 
charge for misconduct in the week in which discharge occurs 
and in the three following weeks, in addition to the waiting 
period. These same conditions apply in the case of voluntary 
loss of employment and refusal to accept suitable employment. 
Benefits are not paid in weeks in which unemployment is due 
to trade disputes, unless the worker does not belong to the 
class of employee participating in, fanancing, or directly 
interested in the labor dispute. 

Payment of benefits and placement of workers is 
administered through state employment offices. Provision for 
hearings of disputed claims by an appeal tribunal is made. 

In eddition, cases may be further ied to a board of re- 
view. 

Payments of benefits in New Jersey begin on Jaenu- 


ary 1, 1939. 
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State of Wisconsin 

Wisconsin was the first state to pass an unemploy- 
ment compensation law, having passed its law in 1932, three 
years before the passage of the Social Security Act. The 
law, however, did not become effective until July 1, 19%, 

@s a provision was incorporated in the law to the effect 

that if a sufficient number of employers established volun- 
tary plans by 1934, the law would not become effective. Bene- 
fits have been payable since July 1, 1936. 

Wisconsin's legislation provides for separate em- 
ployer-reserve accounts. This type of unemployment plan is 
usually referred to as the "Wisconsin Plan” of unemployment 
insurance compensation. Under the employer-reserve type of 
fund, contributions are collected only from employers and 
are segregated in separate employer accounts. Payment of 
benefits is made to the employee out of the fund accumulated 
in the name of his individual employer. Wisconsin employers 
consequently pay benefits only to their own employees. 

The law has been amended somewhat since its passage 
in 1932. At present, employers of eight or more employees 
within each of eighteen weeks are covered by the law. Ex- 
clusions from coverage are given to the following employments: 
agriculture; domestic service; governmental work relief pro- 
jects; elected or appointed public officers; government unit 


employment on an annual salary basis; teachers in private 


STbid«; pp. - 22-23. 
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and public schools; employment covered by an unemployment 

compensation act of Congress; logging; and non-profit edu- 
cational, charitable, religious, scientific, literary, or 

humane organizations. 

Contributions provided by the Wisconsin law are 
2 per cent through 1937. After 1937, the standard rate is 
2.7 per cent, with merit rating provided. Under the merit 
rating, rates are reduced after 1937 to 1 per cent for em- 
ployers whose accounts have a reserve of 7.5 to 10 per cent 
of payroll, and no contributions are required of employers 
having a reserve of 10 per cent or more. Maximum rates, 
dependent on employer's reserve, may be as much as 3.2 per 
cent in 1939, 3.7 per cent in 1940, and 4 per cent in 1941 
and thereafter. 

Benefits under the plan at present are 50 per cent 
of wages with a maximum of $10 if wages are less than $25 a 
week; $12.50 if wages are between $25 and $30; and $15 if 
wages are $30 or more. The minimum benefit payable is $5 a 
week. 

Wisconsin s law contains a provision with respect 
to duration of benefits that is not found in other state laws. 
Benefit duration varies with the benefit rate. One week of 
benefits to four weeks of employment within a year is given 
when the benefit rate is $10 a week; one week of benefits to 


five weeks of employment when the benefit rate is $12.50; 
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and one week of benefit to six weeks of employment when the 
benefit rate is $15 a week. Four weeks employment by a 
given employer qualifies the worker for benefits. 

The waiting period is three weeks per employer 
within fifty-two weeks. No benefits are paid to an employee 
discharged for misconduct from the account of the employer 
who discharged him. An employee discharged is moreover in- 
eligible for benefits from accounts of previous employers in 
the week in which discharge occurs and in three following 
weeks in addition to the regular waiting period of three 
weeks, 

An employee is ineligible for benefits while a 
trade dispute is in progress in his place of employment. An 
employee voluntarily leaving his employment may not obtain 
any benefits from the account of the employer he left, nor 
may he obtain benefits from the accounts of previous employ- 
ers unless he left to accept other employment. Refusal of 
suitable employment disqualifies the employee from receiving 
any benefits based on past employment. 

Benefits are payable through state employment 
offices operated under a state industrial commission. Dis- 
puted claims are presented before an appeal tribunal con- 
Sisting of an examiner or commissioner, and employer and em- 
ployee representatives. The industrial commission may re- 


view the claim. 
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Wisconsin was the only state where payments of 
benefit began prior to January 1, 1938. The first payments 
were made in August, 1936. By July 31, 1937, a total of 
$1,049 ,882.83 had been paid out in benefit checks to 51,619 
workers, and a reserve fund balance of $24,729,627.84 re- 
mained on hand.?* 

The Wisconsin plan offers less protection to the 
worker than either sha straight pooled fund or the pooled 
fund with merit ratings. It is based upon the principle of 
encouraging stabilization of employment, rather than pro- 
viding the maximum of protection to the unemployed worker. 
It is fortunate that only one state, Utah, has copied Wis- 


consin’s pioneer law. 


Analysis of State Legislation 


Type of Fund 
Thirty-two states, the District of Columbia, Alaska, — 


and Hawaii, have pooled funds with merit rating. The laws of 
nine states provide for pooled funds without merit rating, 
two, Utah and Wisconsin, for emplovyer-reserve accounts, and 
four combine employer-reserve accounts with a pooled fund. 

In one state, Vermont, employers are given a choice of sep- 
arate reserve accounts or participation in a pooled fund. 


New York and Georgia, now heving pooled funds, are making 


*How First Job Insurance Works, Business Week, July 31, 1937, 
Re 25. 

®411l statistics were compiled by the author from the state 
laws as found in Unemployment Insurance Service, Commerce 
Clearing House, Inc., Vols. 1-4, 1937-1938, and Analysis 
of State Unemployment Compensation Laws, Social Security 
Board, 1937. 
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studies of merit rating with the expectation of adopting it 
in the near future. 

From the foregoing statistics, it is clear that 
legislation in the United States has not followed European 
precedent. Both Germany and Great Britain have straight 
pooled funds, while in the United States, the trend is away 
from straight pooled funds, and it is likely that in the near 
future, no states will have this type of fund. 

It is encouraging to note that few states have based 
their legislation on the pioneer system of Wisconsin, which 
provides for sevarate employer-reserve accounts. Unemployment 
compensation laws providing for such separate employer-reserve 
accounts are based on the principle that the purpose of laws 
in this field is to encourage the stabilization and regulari- 
zation of industry, rether than to provide security for the 
worker. Proponents of social insurance do not look upon such 
Systems as unemployment insurance as they do not provide for 
the spreading of the risks of unemployment over all industries. 
Workers in concerns and industries in which employment is 
irregular or which are quickly affected by devressions--the 
very ones who need the greatest protection against the mis- 
fortunes of unemployment--in fact receive the least possible 
protection under such systems. They have no claim when their 
individual employers’ accounts have been exhausted. Moreover, 
under our present productive system, most of our unemployment 
is due to causes beyond the control of the individual concern, 


and therefore the main objective of social insurance should 
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be security for all employees, rather than the stabilization 
of employment in individual concerns. 

Pooled funds with merit rating is apparently the 
form in which unemployment insurance is most acceptable to 
America today, as evidenced by the fact that thirty-two 
states have adopted this form and several others are consid- 
ering its adoption in the near future. This type of unem- 
ployment insurance fund does provide the worker with the 
security of a pooled fund while at the same time it offers 
some inducement to the employer to stabilize employment. The 
principle of varying employers’ contributions somewhat in re- 
lation to employment record is not original with America. 
England’s first unemployment act passed in 1911 contained a 
provision permitting a refund to the employer of one-third of 
his contribution for each workman he had employed steadily 
throughout the year. This provision was abandoned in 1920 
because it was felt that the effect on stabilization of em- 
ployment was not of sufficient importance to justify the 
administrative detail necessary. 

Merit rating is a subject on which there is not 
general agreement on the part of proponents of social legis- 
lation. W. H. Beveridge, Director of the London School of 
Economics and Political Science, an eminent 5ritish authority 
on the subject of unemployment insurance, has long advocated 
the adoption in England of some means of "charging industries 
and employers, not in proportion to the employment given by 


them, but in proportion to unemployment, or to the tendency 


“mod itastitde te 
a i hs 


4 ni i 
ov 


. Ses 
tt pave sd 
’ Uva 


a = ‘ - oy 
felts igre : ton esaw.? nemyot c 


-96- 


"2 Great Britain, to 


of their methods to bring it about. 
date, however, has not introduced such methods of determining 
contributions. In opposition to the point of view expressed 
by W. H. Beveridge and others, Abraham Epstein, an earnest 
worker for social legislation in the United States, writes:* 
"Social insurance is insurance even if 

not a penny of the funds are derived directly from 

the beneficiaries or from industry. A social in- 

surance fund is solvent even if part or all of its 

funds come from general taxation. What matters in 

social insurance is that the risk be distributed 

as widely as possible, that those who suffer most 

shall not be made to bear the heaviest burden, and 

that relief be given as a matter of right in a dig- 

nified and self-respecting manner. Social insur- 

ance seeks not to stay in the insurence business 

but to accomplish the ‘socially desirable’ things." 

It is possible that merit rating systems can be 
made successful. The funds collected under such systems, 
however, will not amount to as much as under a2 straight 
pooled system and thus may prove inadequate to meet the 


claims meade upon them in periods of depression. 


Coverage 


Unemployment insurance laws apply to employees of 
one or more persons in the District of Columbia and nine 
states--Arkansas, Delaware, Idaho, Michigan, Minnesota, Mon- 
tana, Nevada, Pennsylvania, and Wyoming; in two states-- 
Arizona and Ohio--to employers of three or more persons; in 
six states--Kentucky, New Hampshire, New York, Oregon, Rhode 


Island, and Utah--to employers of four or more; in one state, 


*Beveridge, William H., Unemployment: A Problem of Industry, 
1930, pp. 411-412. 


Epstein, Abraham, Insecurity, A Challenge to Amerioa, 1936, 
Ds 319: 
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Connecticut, to employers of five or more; and in the remain- 
ing thirty states, to employers of eight or more.*+ Thus only 
eighteen states and the District of Columbia have passed laws 
which are broader in scope than the Federal act makes neces- 
sary, for the Federal tax against which the tax credit may 

be claimed is levied upon employers of eight or more persons. 

Employments excluded from coverage by state acts 
are in general the same as the employments excluded from the 
Federal tax--agriculture, domestic service, public employment, 
employment in non-profit institutions, and employment of cer- 
tain relatives. 

Coverage of the state laws is adequate for the pres- 
ent, and it is probable that in time more workers will be 
brought under the protection of unemployment insurance laws. 
England in 1935 brought her agricultural laborers under the 
unemployment insurance system, and it is to be hoped that some 
provision will be made in our state legislation to include our 
agricultural labor in the future. Extension of coverage to 
firms employing fewer than eight persons in those states not 
already providing such coverage is also desirable, but prob- 
ably unlikely in the near future in view of the Federal mini- 
mum of eight persons established for the purpose of the tax 
on employers. 

Contributions 


Insurance funds may be provided by employers, 


“All statistics were compiled by the author from the state 
laws as found in Unemployment Insurance Service, Commerce 
Glearing House, Inc., Vols. 1-4, 1937-19355, and Analysis 
of State Unemplovment Compensation Laws, Social Security 
Board, 1937. 
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employees, and the government. In Great Britain, contributions 
are made in equal amounts by these three groups, while in Ger- 
many, only the employers and employees contribute. The United 
States has not, however, followed European precedent in this 
respect. The main source of insurance funds under state leg- 
islation in this country. at present is contributions by em- 
ployers, only ten states requiring contributions by employees. 
The states requiring employee contributions are: Alabama, 
California, Idaho, Indiana, Kentucky, Louisiana, Massachusetts, 
New Hampshire, New Jersey, and Rhode Island. The contribution 
of the employee is in most cases 1 per cent of wages. Massa- 
echusetts and Rhode Island, however, require a contribution of 
1.5 per cent after 1938, and Idaho fixes the employee’s con- 
tribution at one-half of the employer’s contribution. In none 
of the forty-eight states is any provision made for a contri- 
bution by the state.* The District of Columbia, however, pro- 
vides for a government contribution of $100,000 in 1936, 
$125,000 in 1937, and $175,000 in 1938.°* 

In general the amount contributed by the employer 
from 1938 on is 2.7 per cent of payroll, subject to reduction 
through merit rating.*® The 2.7 per cent permits the employer 
the maximum tax credit offset against the Federal tax. Such 
offset may be taken even though the employer pays less than 
2.7 per cent because of the merit rating system of his state. 
This is possible because the Federal act provides that after 


1937 additional credit is allowed any employer "who because 


*Thid. 
2Ibid. 
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of favorable employment experience or adequate reserves is 

permitted by the state law to reduce his payments." The em- 
ployer paying less than 2.7 per cent because of the merit ra- 
ting system in his state is thus permitted to deduct from his 


Federal tax 2a credit of 2.7 per cent. 


Benefits? 

The amount of weekly benefits payable varies in 
the individual states. Twenty-six states provide benefits of 
50 per gent of wages, with a maximum weekly benefit of $15, 
and a minimum of $5 or three quarters of weckly wages, which- ’ 
ever is less. In three states, Delaware, Massachusetts, and 
New York, similar benefits are provided except that a straight 
$5 minimum is established. Minimums of $6, $7, and $8, usu- 
ally with the qualification that the benefit may not be more 
than three quarters of weekly wages, are provided in other 
states. Three states, Alabama, Mississippi, and Ohio, and the 
District of Columbia, specify no minimum. Wyoming, with a 
maximum weekly benefit of $18, and Michigan, with a maximum 


of $16, are the only states setting maxima of other than $15. 


Duration of Benefits® 
Duration of benefits under all the states laws is 


dependent on the number of weeks of employment. In most 


*y. S. Government Printing Office, Summary of Provisions of 
the Federal Social Security Act Relating to Unemployment 
Compensation, 1936, p. 1. 

®Al1 statistics were compiled by the author from the state 


laws as found in Unemployment Insurance Service, Commerce 
Clearing House, Inc., Vols. 1-4, 1937-1938, and Analysis 
of State Unemployment Compensation Laws, Social Security 
Board, 1937. 


8Ibid. 
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states one week of benefit is paid for each four weeks of em- 
ployment within the preceding two years, with a maximum set 
for the number of weeks of ordinary benefit possible in fifty- 
two weeks. This maximum is between twelve and sixteen weeks 
in a year in most states, though Rhode Island sets a maximum 
of twenty weeks. Additional weeks of benefit are payable in 
the District of Columbia and the following twelve states: 
Alabama, Arizona, California, Idaho, Louisiana, Massachusetts, 
Mississippi, New Hampshire, Rhode Island, South Carolina, 
Texas, and Utah. These additional weeks of benefit in most 
eases are in the ratio of one additional week of benefit to 
twenty weeks of employment in the past five years against 
which benefits have not been charged. A maximum varying from 
eight to ten weeks in fifty-two weeks is set for these addi- 
tional benefits. Thus in states having a very liberal law, 
an unemployed worker who has been steadily employed for five 
years would be eligible for approximately twenty-two to 
twenty-six weeks of benefit within a year (twelve to sixteen 
weeks of ordinary benefits plus eight to ten weeks of addi- 
tional benefits) while in states making no provision for 
additional benefits, a worker under the same circumstances 
would be eligible for only twelve to sixteen weeks of ordi- 


nary benefit. 


Qualification for Benefit 


A wage or employment qualification for receivt of 


benefits is included in the laws of almost all states. 


Arpad. 
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The unemployment qualification varies from sixty days of em- 
ployment in fifty-two weeks to twenty-six weeks of employ- 
ment in fifty-two weeks. A common wage qualification, in 
those states having a wage rather than an employment qualifi- 
eation, is that total earnings in the first four of the last 
five quarters shall be sixteen times the weekly benefit 
amount. 

A waiting period of two weeks is required in 


twenty-eight states and of three weeks in twenty states. 


Disqualification for Benefit 


In most states workers are ineligible for benefit 
while unemployed becsuse of labor disputes. 

The waiting period is prolonged in most states in 
eases of discharge for misconduct, voluntary leaving, or re- 
fusal of suitable work. In Wisconsin, however, where the 
employer-reserve system is in effect, a discharged worker can 
receive no benefits from the reserve account of the employer 
discharging him. The Wisconsin law also provides for the 
cancellation of all benefit rights of an employee refusing 
Suitable employment or voluntarily leaving his employment 
unless he left to take another position. If the employee 
left to take another position, he is eligible for benefits 
only from accounts of employers other than the one he left 
voluntarily. It is fortunate that only one state, Utah, has 
modeled its insurance law on that of Wisconsin, as such pro- 


visions can be abused, and even if not abused, are 


1Tbid. 


-102- 


disadvantageous to the employee. An employee would hesitate 
to leave the employment of an establishment for which he had 
worked a long time in order to take another position because 
by so doing he would lose all claim to benefits from that 


employer’s reserve account. 


Administration” 

In. general, the administration of the unemployment 
insurance is entrusted to a special unemployment compensation 
commission, whose members are usually appointed by the gover- 
nor of the state. State employment offices are the medium 
through which claims for benefit are made. Decisions on bene- 
fits are made by the employment office manager. All states 
provide for some form of appeal board to decide upon disputed 
claims. In the case of further dispute, claims may be car- 
ried to the courts, though in some states only questions of 
law may be brought into the courts. 

One state, Wisconsin, has been paying benefits un- 
der an unemployment compensation law since July 1, 1936. 
Unemployment insurance systems began operations on January 
1, 1938, in twenty-one other states and in the District of 


Columbia. 


1Tbid. 
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CHAPTER V 


@ OUP ART S308. OF UN EMP L-OYMENT 
noe O10 F Aw eee. 2 eGR ELA-T..B.R.1I.T.4 LB; 
See An YT, 2p THE UNITED STATES 


In Great Britain unemployment was and is believed 
to be to a large extent beyond the control of either the em- 
ployer or the employee, and it was therefore felt that tle 
main purpose of unemployment insurance must be to provide 
subsistence benefits as a right to the unemployed worker. 

It was also felt that the cost of such benefits should be 
borne not only by employers and employees, but by the coun- 
try as a whole, and consequently Great Britain’s system is 
a tri-partite one, equal contributions being made by the em- 
ployee, the employer, and the state. In Germany, on the 
other hand, the law requires contributions from employers 
and employees only. Actually, the state did contribute in 
the form of loans which will never be paid. In the United 
States, however, we find a somewhat different attitude to- 
ward unemployment insurance. The tendency in this country 
is to look upon unemployment as a problem of industry, and 
not a problem of society as a whole. This is evidenced by 
the fact that contributions are levied solely on employers 
in most states, only ten states providing for employee con- 
tributions, and no states providing for contributions by the 


state government. This attitude is also reflected in the 
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predominance of merit rating systems in our legislation. The 
avowed aim of such systems is to stabilize employment by re- 
ducing the contributions of firms having a good employment 
record. 

In Germany, the insurance system is still operating 
today on a relief basis, only six weeks of benefit being 
granted without a needs test. Great Britain, on the other 
hand, has definitely segregated insurance and relief by pro- 
viding two separate systems under the Acts of 1934. The 
insurance system in Great Britain provides twenty-six weeks 
of benefit in a year as a matter of right based on contribu- 
tions. Additional weeks of benefit, in the ratio of three 
additional days of benefit for every five contributions in 
the past five years, less a deduction of one day of benefit 
for every eight days of benefit received, are granted. 

Great Britain’s unemployment assistance system, entirely 
separate from the insurance system, is a national non- 
contributory relief organization providing unemployment 
allowances to those in need. Through the segregation of in- 
surance and relief, Great Britain has established the unem- 
ployment insurance fund on a solvent and self-supporting 
basis. In the United Stetes, present state legislation has 
benefited from Great Britain's experience, and has estab- 
lished insurance benefits entirely separate from relief and 


welfare support. Duration of benefits under our state 
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systems vary greatly in the individual states, but in gen- 
eral benefits are payable for a much shorter time than in 
Great Britain. Benefits in this country are under most 
state lews limited to from twelve to sixteen weeks, with 
some states providing additional weeks of benefit based on 
employment records for the preceding five years. It is 
probable that, even in the event of a severe depression, the 
state insurance systems of this country will be maintained 
on an insurance basis and will not degenerate into relief 
systems. 

Benefits in Great Britain are intended to provide 
a subsistence, and are based on the flat rate idea. The 
same benefit, except for slight variations for age groupings, 
is paid to all unemployed workers regardless of earnings. 
Allowances for dependents, however, are mede. In Germany, 
provision of benefit rates at a minimum subsistence level is 
also provided. Germany, however, has varied the benefits 
according to wage groups, and in recent years according to 
place of residence. Cost of living has therefore entered 
into the determination of retes of benefit in Germany, and 
is one of the indications of a relief rather than an insur- 
ance system. Allowances for dependents ere also given in 
Germany. In the United States, both contributions and bene- 
fits are based on earnings, and no allowances are made for 


dependents. Most states provide benefits at the rate of 
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50 per cent of average weekly wages, and in general benefits 
will tend to be higher than a bare subsistence level. 

In Great Britain, the waiting period is only three 
days under the amending act of 1937. The waiting period is 
very short because few workers in Great Britain are able to 
maintain themselves for any length of time if unemployed. 

In Germany, the waiting period is fourteen days for a person 
without devendents, seven days for persons with one to three 
dependents, and three days for persons with four or more de- 
pendents. In this country the waiting period varies in the 
individual states, but all states require a waiting period 
of two or three weeks, benefits being paid at the end of the 
third or fourth week of unemployment. The longer waiting 
period in this country is possible because workers here can 
survive a few weeks of unemployment better than Germen and 
British workers. It is also made necessary because the funds 
available for benefits in this country are limited through 
being collected only from employers in most states. 

In general, provisions with respect to qualifica- 
tions for benefits are similar in the three countries. The 
unemployed individual must be willing end able to work, and 
must accept suitable employment offered to him. Voluntary 
leaving or discherge for misconduct increase the waiting 
period. Unemployment caused by labor disputes is not compen- 


sated for by insurance benefits. 
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The coverage of the insurance system varies in the 

three countries. Great Britain includes under her system 
practically all workers fourteen years of age and over, even 
including agricultural workers since the passage of the Act 
of 1935. Private domestic service, non-manual employment at 
a remuneration of more than £250 a year, and employment in 
government positions are the main exclusions. In Germany, 
the coverage is similar except that agricultural labor is not 
covered. Coverage varies in the United States, but in gen- 
eral is not so inclusive as in Germany or Great Britain. 
Thirty state laws apply only to employers of eight or more. 
Other state laws apply to employers of one, three, four, or 
five employees. A large number of workers in small establish- 
ments are thus excluded from coverage under our state laws. 
As the Federal tax applies only to employers of eight or more, 
it is unlikely that state laws will extend their coverage very 
much in the near future. Agriculture, domestic service, pub- 
lic employment, and employment in non-profit institutions, are 
not covered by state insurance laws. 

In both Great Britain and Germany, a national 
pooled fund is used. In the United States, thirty-two states 
have pooled funds with merit rating and other states with 
pooled funds will in the near future adopt merit rating. The 
use of a merit rating system limits considerably the accumu- 


lation of large reserves for use during periods of severe 
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depression, and is probably not as desirable as straight 
pooled funds. 

With respect to the administration of unemployment 
insurance, our state systems have in general been modeled 
along the lines of thowe of Great Britain and Germany. Unem- 
ployment insurance is administered through the employment ex- 
chenges in Great Britain and Germany. All of our state sys- 
tems provide for the use of state employment offices in the 
determination and payment of claims for benefit. 

In general, the state unemployment insurance sys- 
tems in the United States are not at present as liberal as 
Great Britain’s with respect to coverage, duration of bene- 
fits, and waiting period, but are more liberal with respect 
to amount of benefits. Great Britain, however, hes worked 
out her system over a period of twenty-seven years, and our 
state unemployment insurance systems will have to develop 


gradually over a period of years. 
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CHAPTER VI 


@ONELUSTIONS 

The experience of both Great Britain and Germany 
indicates that the greatest danger to be guarded against in 
any unemployment insurance system is that of allowing the 
insurance system to degenerate into a relief system. Great 
Britain was forced to use the insurance system as a vast re- 
lief system during the years from 1927 to 1934 in order to 
care for all of her unemployed during a period of abnormal 
unemployment. The experience of those years, however, re- 
sulted in the complete separation of the insurance system 
from the relief system in 1934. In order to maintain a sol- 
vent and self-supporting fund, and to pay benefits to in- 
Sured workers as a matter of right and not charity, it is 
essential that the insurance system be used solely as a 
method of meeting the problem of short-term unemployment. 
On this basis, unemployment insurance can take care of ordi- 
nary unemployment in normal times and can take care of the 
unemployed during the early stages of a business depression. 
The payment of large amounts of benefits to the unemployed 
at the beginning of a recession in business, thereby main- 
taining their purchasing power, may be expected to lessen 
the severity and duration of a depression. 

Unemployment insurance, however, cannot solve the 


whole problem of unemployment. Even during normal times, 
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there is a considerable amount of chronic and long-term unem- 
ployment which cannot be provided for by insurance. Workers 
who are unemployed for a long time are unable to meet the 
employment or wage qualifications for eligibility to insur- 
ance benefits. Harry L. Hopkins, Federal Relief Administra- 
tor, estimates that we shall have a permanent body of unem- 
ployed of at least 4,000,000 in this country.” In addition, 
during a depression, workers eligible to insurence benefits 
will exhsust their rights to benefits during the early 
stages of the depression. Some means of caring for both of 
these groups outside of the insurance system is necessary. 
Great Britain has solved this problem by creating a national 
non-contributory unemployment assistance system which pro- 
vides benefits to unemployed persons in need. In the United 
States, the limitations of unemployment insurance must be 
recognized, and separate provision must be made for those 
who do not come under the insurance system or who have, 
through prolonged unemployment, exhausted their rights to 
benefits. 

Present legislation in this country has in general 
made reasonably satisfactory provisions for short-term unem- 
ployment for those who are covered by the legislation. Dura- 
tion of benefits, in most states ranging from twelve to six- 
teen weeks in a year, is quite limited, and it is to be 


hoped that in the future legislation will provide for 


*Hopkins, Harry L., Permanent Unemployment of at Least 


4,000,000, Commercial and Financial Chronicle, May 29, 
1937, p. 3603. 
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benefits over a longer period of time. In order to provide 
longer benefit periods, it is desirable that state legisla- 
tion should provide for employee contributions. This is 
desirable, not only because of the possibility of increasing 
the length of time for which benefits are payable, but be- 
cause of the psychological effect on the insured worker. As 
a contributing member of the system, the worker is more 
likely to feel that unemployment insurance benefits are pay- 
able to him as a right and his feeling of self-respect is 
enhanced. 

The coverage of our state systems is not as great 
as in Great Britain, and one discouraging aspect of the sta- 
tus of unemployment insurance in this country is that exten- 
sion of coverage and liberalization of state legislation in 
other respects is likely to be long delayed. The Social 
Security Act, in order to encourage the states to enact unem- 
ployment legislation, provided for a Federal tax of 3 per 
cent on employers of eight or more. It then provided for a 
credit against this tax of contributions paid by an employer 
to a state unemployment insurance fund, the credit not to 
exceed 90 per cent of the Federal tax. This tax-offset de- 
vice, eliminating the fear of competitive disadvantage among 
the states, did have the desired effect of bringing about 
legislation in all states. The Federal act, however, per- 
mits states to enact almost any type of legislation. It 


sets no standards with respect to amount of benefits, 
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duration of benefits, qualifications for eligibility, and 
coverage. Therefore most states have included in the cover- 
age of their systems only employers of eight or more. The 
attempt to evoid placing their employers at a competitive 
disadvantage with employers in other states is likely to 
prevent extension of coverage to workers in establishments 
employing less than eight persons. 

Pooled funds with merit rating will probably re- 
main the predominant type of insurance fund in this country. 
Insurance systems having merit rating plans cannot accumu- 
late as large reserves as those having straight pooled funds. 
The fact that most states provide merit rating will there- 
fore tend to prevent liberalization of insurance laws in the 
near future. 

In spite of the disadvantages existing under the 
present Federal and state laws, a step in the right direc- 
tion has been taken. Unemployment insurance is here to stay 
and undoubtedly experience in the operation of the state 
systems will bring about improvements. Present legislation 
has every prospect of providing successfully a "first line 
of defense" against unemployment, end has fortunately been 


kept free from entanglement with a relief system. 
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